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BUDGET OVERVIEW
| Education

PUBLIC EDUCATION
Real Ongoing Per-pupil Funding $292 Total state-directed K-12 $18.6 Funding increase for optional
Between 2010 and 2021 MILLON" funding increase for FY 2021 MILLION anhanced kindergarten
Increased Increased g Decreased 4.5% Increase in the WPU Zﬁgg Enroliment growth
36% 1% kW 2%
Q Computer science for all L] Governor oversight on K-12
‘ Increase focus on the connection Graduation rate increased from
e Total State-directed Funding between investments and results 76% in 2011 to 87.4% in 2019
Goal
$1 Billion 3
= Increase the Reduce the
w $4.9B S Increase effectiveness and constant,
out = educational efficiency of state unnecessary,
. cque $2.6B 2 investments government to and unbeneficial
$1.3 Billion ‘ E and connect free up funding  changes (to statute,
2010 2021 g Grow the to desired for educational policy, curricula,
=2 economy outcomes purposes etc.) in the system

HIGHER EDUCATION

Identify programs
for which Ensure broad
Differentiate competency- articulation of
Revamp tuition for sub- based education credits so no
Freeze tuition performance baccalaureate is a natural fit student has to
until affordability ~ funding to include Consolidate students at and propose unnecessarily
is adequately institution-specific, = postsecondary dual-mission an aggressive duplicate effort
defined aggressive goals governance institutions transition plan upon transferring

Recommended Reforms

Tax Reform Economic Growth
J,
$160 MILLION net tax cut returned to Utah families ST ) E12 |

Utah will lead the nation as the best performing economy and
be recognized as a premier global business destination

Offset expansion of sales taxes with income tax credits,

including grocery tax credits Outcome
Utah leads the nation with a 33.5% job growth rate since the

@ Re-emphasize users paying for transportation Great Recession

Broaden the sales tax base to shore up the General y—
Fund, including eliminating exemptions Eff|C|ency

TAX CREDITS DEDICATED TO LOW- & MIDDLE-INCOME HOUSEHOLDS

Fewer state employees ,
today than in 2002, Governor’s

Income tax Social Earned even with 900,000 Goal -
(EE Security income more people Exceeded the goal by achieving

exemption tax credit tax credit Outcome | 27.4% improvement; set a target
*?"*f" to improve by another 25%

25% improved performance
across cabinet-level agencies

Grocery

tax credit




Quality of Life

Open Space & Outdoor Recreation
$40 million endowment to preserve, enhance, and restore
access to cherished open spaces and recreational gems

Permanently establish Outdoor Recreation Grant Program by
repealing sunset date ($5 million)

$16.6 million to expand and improve state park camping,
lodging, OHV trails, and parking, including $1.6 million to
expand Goblin Valley State Park

$1.5 million matching funds for the Shared Stewardship Initiative |

Land Use

Increase transit-oriented development by removing
statutory cap to allow market-driven development near fixed
rail transit stops

$3.7 million for the Point of the Mountain Development
Authority to manage and coordinate land use and
development at the heart of Utah’s growing Wasatch Front

$2 million for the LeRay McAllister Critical Land
Conservation Fund to balance development pressures with
open space preservation

Housing
$20 million for market-driven affordable housing programs
that complement community character and quality of life

Air Quality
| Ambitious goal to reduce per capita emissions 25% by 2026

$100 million for air quality in FY 2021 including transit and
electric vehicle infrastructure

Tier 3 gasoline now available from Marathon, Silver Eagle,
and Chevron refineries with Speedway and Chevron gas
stations now selling tier 3 gasoline

$28.7 million funded in FY 2020 for a variety of high-impact
air quality projects currently underway, including a wood stove
replacement program

State leading by example in actively managing the state’s
vehicles and buildings, as well as expanding teleworking
arrangements for state employees

$35.2 million over a decade from the settlement agreement
with Volkswagen; three-fourths has already been awarded for
replacement of class 4-8 local freight trucks, school buses, and
transit buses

Transportation
| Balance road, transit, and active transportation investment

| Transition back to user fee revenue model for roads

Establish a long-term funding model that considers
congestion pricing and more reliance on electric vehicles

Transition toward dedicating more transportation revenues
to transit

Encourage teleworking options at all levels of government,
including across higher education institutions, and in the
private sector

Mental Health & Safety Net Health Programs

new mobile crisis outreach
teams in underserved
counties - $2.5 million
ongoing

Enact consistent tax Behavioral Health
policy by taxing electronic Transition Facility for ex-
cigarettes liquid, devices, offenders suffering from mental
and paraphernalia similar or behavioral illness who are
to traditional tobacco returning to the community -
products $11 million

5 new 23-hour, no-refusal 3 O-BED

physical and behavioral
health crisis treatment
centers - $5.6 million

forensic unit at the
State Hospital to address
population growth -
$4.9 million

Piloting Medicaid ongoing

Physical and
Behavioral Health
Integration
Programs through
ACOs and other
providers

Fallback Plan Medicaid
Expansion up to 138%

of the Federal Poverty
Level (recently received
federal approval)



Fiscal Health Eulnpletly

Align the budget with service
delivery systems, consolidate budget
$635 million in structural budget surplus line items, and streamline over
and Working rainy day funds 800 eXiSting |egiS|ative|y-deﬂned

performance measures

Maintain AAA bond rating . .
prudent debt levels budget split funding into 44 different
non-WPU-based programs in FY

2010. This increased to 62 in FY
No new bonding authorizations 2020.

000

m Public Safety & Corrections

ﬁ Emphasize water user fees and $7 5 for indigent defense grants to local governments and

water efficiency to establish a statewide appellate office for counties

LILL0EE of the third through sixth class

to hire additional adult probation and parole agents
for implementing milestone management to improve
outcomes for offenders

Water loss prevention program reduces $65
water delivery losses by up to 50% MILLION

$ 8 6 to fund workforce needs in the Utah Highway

Agricultural water optimization encourages Patrol, pay for highway patrol vehicles, and improve

4
d
-

increased production using less water MILLION public safety
Water banking to encourage creation for crime lab DNA sexual assault kit processin
l_l.r‘:_l of local water markets $850K P g

Define criteria for state financing and
conditions for repayment of state taxpayer
dollars associated with the development of MILLION
major products by stipulating meaningful

down payment, tiered water rate structures,

and the demonstrated ability for borrower

repayment, among others

2 to provide evidence-based treatment for state inmates
$ housed in county jails with the goal of reducing their
risk of reoffending upon reentry into the community

Revenue Estimates
$160 MILLION net tax cut returned to Utah families

New Money New Money Rainy Day

$20 Billion $8.3 Billion $200 Million Fund Balance:

Total Budget Education Fund Education Fund Education Fund 11%
General Fund General Fund General Fund of EF/GE
Budget Total (Ongoing) (One-time) Budget
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Consensus revenue estimates project continued revenue growth; after SB 2001’s $160 million tax cut
the Governor recommends budget allocations in support of long-term quality of life and fiscal stability

Consensus Estimating Process

A consensus revenue forecast underpins the Governor’s
budget. Jointly developed each November and February by
the Governor’s Office of Management and Budget (GOMB),
the Office of the Legislative Fiscal Analyst (LFA), and the
Utah State Tax Commission, this forecast provides a point
estimate for unrestricted General Fund, Education Fund,
Transportation Fund, and earmarked sales and use tax
revenues.

FY 2019 Revenue Collections and Closeout

The General Fund closed the prior fiscal year (FY 2019)
with a revenue shortfall of about $38 million, which was
partially offset by over $16 million in budget savings and
other adjustments, for a net General Fund budget shortfall of
nearly $22 million. Although actual General Fund collections
fell short of projections, the revenue shortfall did not create
a FY 2019 budget deficit requiring special session budget
cuts because the state took the fiscally prudent approach
of appropriating over $112 million of projected FY 2019
General Fund revenue for spending occurring in FY 2020.
However, action will be required in FY 2020 to cover the $22
million General Fund revenue shortfall.

Unlike the revenue deficit in the General Fund, the
Education Fund closed FY 2019 with a revenue surplus of
over $134 million, which increased to a nearly $141 million

net surplus after budget savings and other adjustments.
After transferring $33.5 million into the Education Fund
Budget Reserve Account, the net Education Fund surplus
after transfers came in at over $107 million.

The state’s General Fund and Education Fund closed with a
combined $119 million total budget surplus before rainy day
fund transfers, consisting of about $97 million in revenue
surplus and about $22 million in budget savings and other
adjustments. After a $33.5 million year-end transfer to the
Education Fund Budget Reserve Account, about $85.5
million remains available from FY 2019 for appropriation
in the coming budget cycle. As detailed above, all of these
year-end surplus revenues are in the Education Fund and
not in the General Fund, which experienced a revenue
shortfall. These FY 2019 closeout amounts are incorporated
into the revenue estimates described below.

FY 2020 and FY 2021 General Fund and
Education Fund November Revenue Estimates

In November 2019, GOMB, LFA, and the Utah State Tax
Commission revised the state’s FY 2020 revenue forecast
and developed a new consensus revenue forecast for FY
2021 (see Table 1). The Governor’s budgetrecommendations
use this consensus revenue forecast, as adjusted for the tax
changes adopted in SB 2001 of the December 2019 Second
Special Session of the Legislature.



The November consensus estimate yields about $482
million in available ongoing General Fund and Education
Fund revenue (which already incorporates the 2019
General Session tax cut set-aside of $80 million) and $200
million in available one-time unrestricted General Fund and
Education Fund revenues. As shown in Figure 1, $440 million
of the new ongoing revenues comes from the income-tax-
supported Education Fund, with $42 million from the sales-
tax-supported General Fund. One-time revenues show
a similar pattern, with a $251 million increase in one-time
Education Fund revenues offsetting a $51 million reduction
in one-time General Fund revenue estimates.

SB 2001 Revenue Changes

SB 2001 (explained in more detail in the Tax Modernization
budget and policy brief) reduces net tax collections by
enacting the following:

+ Taxcredits dedicated to offsetting sales tax impacts
for low- and middle-income households, including
a grocery tax credit and personal exemption
expansion (both of which also have “prebates” sent

FIGURE 1

out in the first six months of 2020)

* An earned income tax credit for households in
intergenerational poverty

* Anincome tax rate cut

+  Social Security tax credits

* Increased General Fund collections due to adjusting
the existing tax rate on food to the standard state
sales tax rate, broadening the sales tax base by
eliminating exemptions and adding to the list of
currently taxed services, and replacing a portion of
transportation earmarks with road user fees

The combined FY 2020 effect of these changes is to reduce
available one-time General Fund and Education Fund
revenues to $149 million ($113 million Education Fund and
$36 million General Fund). After the ongoing net tax cut,
about $375 million remains available for allocation—$161
million from the General Fund and $214 million from the
Education Fund.

NEW AVAILABLE REVENUE (PRIOR TO SB 2001)

Millione

Cine-time

B General Fund

Dngoing

B Education Fund



Table 1 - November 2019 & SB 2001 Revenue Estimates

FY 2019 FY 2020 FY 2020 FY 2020 FY 2021 FY 2021
February November November
All numbers are in thousands of dollars. Actual Consensus Consensus ~ Post SB2001  Consensus  Post SB 2001
Estimate Estimate Estimate Estimate Estimate
Sales and Use Tax - TOTAL 2,806,863 3,049,816 3,018,307 3,066,846 3,149,857 3,454,368
Sales and Use Tax - Earmarked for Transportation 621,702 644,787 638,115 600,755 651,767 500,641
Sales and Use Tax - Earmarked for Water 56,890 68,859 68,156 68,337 80,018 81,270
Sales and Use Tax - Earmarked for Other 534 534 534 534 534 534
Sales and Use Tax - Earmarked for Medicaid (SB 96) 11,481 89,049 88,128 88,400 91,975 93,645
Subtotal - Sales and Use Tax Eamark 690,608 803,228 794,932 758,025 824,294 676,090
Sales and Use Tax - General Fund 2,116,255 2,246,587 2,223,374 2,308,821 2,325,563 2,778,277
General Fund (GF) Revenue Sources
Sales and Use Tax - General Fund 2,116,255 2,246,587 2,223,374 2,308,821 2,325,563 2,778,277
Cable/Satellite Excise Tax 28,238 29,719 28,013 28,013 27,913 27,913
Liquor Profits 118,137 121,336 121,299 121,299 126,237 183,487
Insurance Premiums 136,636 153,368 143,681 143,681 149,608 149,608
Beer, Cigarette, and Tobacco 106,038 108,341 103,198 103,198 99,667 99,667
Oil and Gas Severance Tax 14,484 19,303 15,453 15,453 15,354 15,354
Metal Severance Tax 10,036 10,692 11,016 11,016 11,364 11,364
Investment Income 34,771 36,432 38,895 38,895 39,065 39,065
Other 75,450 83,203 80,285 80,285 82,421 82,421
Property and Energy Credit (5,807) (6,367) (6,000) (6,000) (6,033) (6,033)
Subtotal General Fund 2,634,238 2,802,614 2,759,214 2,844,660 2,871,157 3,381,122
Subtotal General Fund / Sales and Use Tax Earmark 3,324,846 3,605,843 3,554,146 3,602,685 3,695,451 4,057,212
Education Fund (EF) Revenue Sources
Individual Income Tax 4,320,042 4,409,530 4,602,617 4,471,740 4,886,595 4,286,095
Corporate Tax 520,918 527,287 436,175 428,851 446,725 408,225
Mineral Production Withholding 28,753 27,375 27,130 27,130 26,689 26,689
Escheats & Other 39,032 33,963 38,798 38,798 39,462 39,462
Subtotal Education Fund 4,908,745 4,998,155 5,104,720 4,966,520 5,399,471 4,760,471
Subtotal GF/EF/Sales and Use Tax Earmark 8,233,591 8,603,997 8,658,866 8,569,205 9,094,922 8,817,683
Subtotal GF/EF 7,542,983 7,800,769 7,863,934 7,811,180 8,270,629 8,141,593
Transportation Fund (TF) and TIF Fuel Taxes
Motor Fuel Tax 371,619 375,129 387,217 387,217 411,094 411,094
Special Fuel Tax 142,332 143,912 149,440 149,440 158,314 158,314
Other 105,965 104,024 111,054 111,054 115,983 115,983
Gas and Non-Diesel Special Fuel Sales Tax 0 0 0 22,656 0 137,000
Diesel Tax 0 0 0 5,238 0 33,000
Subtotal Transportation Fund and TIF Fuel Taxes 619,917 623,065 647,712 675,606 685,391 855,391
Subtotal GF/EF/TF/TIF Fuel Tax/Sales and Use Tax Earmark 8,853,508 9,227,062 9,306,578 9,244,811 9,780,314 9,673,075
Subtotal GF/EF/TF/TIF Fuel Tax 8,162,900 8,423,834 8,511,646 8,486,786 8,956,020 8,996,984
Royalties 67,348 67,605 63,285 63,285 61,792 61,792
Bonuses 12,103 8,642 11,881 11,881 11,917 11,917
Subtotal Mineral Lease 79,451 76,247 75,166 75,166 73,709 73,709
Total GF/EF/TF/TIF Fuel Tax/ML/Sales and Use Tax Earmark 8,932,959 9,303,309 9,381,744 9,319,977 9,854,023 9,746,784
Total GF/EF/TF/TIF Fuel Tax/ML 8,242,351 8,500,080 8,586,812 8,561,952 9,029,730 9,070,694
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Setting Ambitious Targets and Focusing on the
Goal

Utah leaders’ long-term vision and focus on fundamental
principles of fiscal prudence continues to pay dividends for
the state and its citizens.

For example, in the depths of the Great Recession’s doubt
and uncertainty when Governor Herbert took office, he
challenged the dismal status quo with his audacious vision
that Utah would lead the nation as the best-performing
economy and be recognized as a premier global business
destination. While not every step was easy, Utah now has
a nation-leading job growth rate of 33.5% since the end of
the Great Recession, far outpacing the 26.3% growth rate
of the closest competitor state. Utah’s nation-leading private
sector job growth is even higher over that same timeframe at
36.8%. Driven by the strong economy, the Census Bureau
also now reports that Utah had the fastest population growth
rate of any state over the past decade. Utah is now visible
on the radar of national and global business decisionmakers
and exciting future opportunities abound. And unlike some
states depending on a single economic sector such as energy
or tourism, Utah enjoys one of the most diverse economies
in the United States. With this diversification, downturns in
a single industry or sector do not extraordinarily impact the
state’s overall economy.

Another example of bold vision and fiscal prudence was
Governor Herbert's challenge to cabinet agencies to

achieve a 25% improvement in performance. This goal
was set as the state was coming out of the recession and
after state government had experienced significant budget
cuts. State employees responded to the call, achieving a
27% statewide improvement in performance by focusing on
more clearly identifying goals through a standardized metric
measuring the cost per quality outcome (QT/OE - Quality
Throughput divided by Operating Expense) and aligning
efforts and processes to achieve those goals. For example,
as detailed in the Investing in What Works budget and policy
brief, average wait times at the Driver License Division are
now a short five minutes.

Notably, the State of Utah employed fewer full-time
equivalent employees (FTE) in FY 2019 (20,700) than in FY
2002 (20,850), even with a very large population increase of
nearly 900,000 over that same time period. Moreover, during
the last decade, the number of Utah citizens supported by
each state FTE has increased from 127 in FY 2009 to 155
in FY 2019. This means the state currently employs 4,500
fewer FTEs than would have been needed if it were not for
gains in state workforce productivity, thereby generating
greater value for every tax dollar invested through meaningful
efficiencies from every agency.

To continually deliver the maximum value possible for Utah’s
citizens, the Governor has established an additional 25%
improvement target for cabinet members. The Governor
also calls for non-cabinet agencies to set and achieve
similar ambitious performance targets.



Utah’s strong economy, coupled with its focus on continually
maximizing the benefit for every taxpayer dollar, allows for a
sizable $160 million tax cut as part of the tax modernization
effort so that Utah citizens can receive a financial dividend
on their hard work and ingenuity in making Utah'’s economy
work. Under recently passed SB 2001, these tax reductions
will begin flowing to Utah households in early 2020.

Even while lowering taxes, the State of Utah can continue
adding to its strong education investments. In fact, while
groups such as Prosperity 2020 (a partnership between
Utah education officials and private businesses) called
for a nearly $850 million five-year funding plan for public
education prior to the 2016 legislative session, Governor
Herbert raised the bar and set a bold $1 billion target for
new ongoing funding over those same five years. To the
Legislature’s credit, they shared the Governor’s vision for
strong education investments and met the $1 billion five-
year ongoing funding target in just four years. For the coming
budget year, the Governor again recommends strong
investments in Utah’s future workforce with a proposed
$290 million ongoing funding increase for public education,
bringing the five-year total of new ongoing state-directed
revenue for public education to over $1.3 billion.

Since FY 2010 when the Governor took office, total state-
directed funding will increase from $2.6 billion to $4.9
billion with his recommendation. These sizable increases
represent a sizable commitment from both the Governor
and Legislature to improve Utah'’s education outcomes and
ensure Utah’s citizens are prepared to contribute in the
modern world. And the education investments are paying
off, as evidenced by the increase in graduation rates from
76.0% to 87.4% and Utah’s tied-for-top average composite
score among the states that require more than 95% of
students to take the ACT.

Continuing to Elevate Utah’s High Quality of
Life

Despite Utah’s nation-leading economic performance over
the past decade, it will fall behind if complacency sets in.
To maintain momentum, Utah policymakers must commit to
continued strategic investments in the state’s high quality
of life.

The Governor’'s budget recommendations focus on steps
Utah must take today to continue its healthy economic
growth and to enhance its high quality of life in the future.
By using proven and fiscally sound approaches to delivering
core services, this strategically focused budget aims to
create the conditions for strong fundamental economic
development while ensuring Utah remains a great place to
live.

As detailed in various budget and policy briefs, the following
four key strategic objectives are essential to Utah’s long-
term future:

* an equitable and competitive revenue system that
couples a broad tax base with low and competitive
tax rates and emphasizes user fees, particularly for
infrastructure costs;

+ aneffective and efficient government that maximizes
the benefit of every tax dollar invested;

+ aqualified workforce that delivers the highly skilled
labor demanded by modern businesses; and

+ thriving communities with good air quality that
provide access to a range of market-driven housing,
employment, education, quality healthcare, and
recreation options that maximize the benefits from
limited physical and financial resources.

Budget Principles

Growth remains Utah’s major challenge. Maintaining Utah’s
competitive edge and quality of life requires proactively
managing multiple demands placed on limited taxpayer
dollars. Utah’s growing and changing population and new
revenue stream dynamics create both challenges and
opportunities in everything from education to air quality,
physical infrastructure to natural resources, and in the
state’s correctional system.

An intentional and proactive focus on excelling at a limited
number of high-value activities will yield better results than
trying to do too many things, losing focus, and spreading
limited resources too thin. A delayed, reactionary approach
to new budget demands and changes within the economy
as opposed to an intentional, proactive approach to
budget design and strategy risk leaving Utah vulnerable
to a diminished future prosperity. The Governor’s budget



recommendations reflect strategic long-term investments of
scarce taxpayer resources to best manage the state’s many
competing demands.

Five major principles guide the Governor’s budget proposal:

*  reduce the tax burden on Utah families with a $160
million tax cut;

+ strategically allocate revenue to investments that
pay dividends not only for the coming year but for
decades to come;

+ optimize the conditions for a healthy and growing
free market economy empowering the private
sector to flourish;

+ operate government efficiently while delivering
high-quality outcomes for the people of Utah; and

+ focus on the root cause(s) of an issue rather than
the symptoms.

Budget Totals

The Governor’s total recommended budget for FY 2020-
21 (FY 2021) is $20 billion, including state, federal, and
certain local sources used in state funding formulas. The
recommended budget funded by state-collected funds
(i.e., excluding federal funds, local property tax for schools,
and higher education tuition) totals about $12.3 billion.
The recommended budget for the General Fund and
the Education Fund, the state’s two largest discretionary
accounts, total about $8.3 billion.

Major categories of General Fund and Education Fund
expenditures include public education (about $4.1 billion),
higher education (about $1.5 billion), Medicaid and other
social services (about $1.2 billion), and corrections, public
safety, and justice (about $900 million). In addition, the
transportation budget from state-collected funds totals
about $1.8 billion (including debt service payments for
transportation projects); these expenditures are funded
through various transportation funds outside the General
Fund.

Budget Book Outline

Utah’s budget can be viewed in many ways. The Governor’s
budget recommendation book is divided into two segments.
The first segment explains, primarily with narrative, budget

and policy issues and proposed budget changes. The
second segment provides additional technical details. Both
can be found online at gomb.utah.gov.

Revenue Forecast

Utah’s strong and growing economy continues to provide
additional funds to both return a sizable portion ($160
million) to Utah’s taxpayers and to invest in Utah’s long-term
future as detailed below. This state government revenue
growth reflects broad-based economic growth and prior
fiscal prudence.

In November 2019, the Governor’s Office of Management
and Budget, the Office of the Legislative Fiscal Analyst, and
the Utah State Tax Commission revised the state’s FY 2020
revenue forecast and developed a new consensus revenue
forecast for FY 2021 (see Table 1). The Governor’s budget
recommendations use this consensus revenue forecast,
as adjusted for the tax changes adopted in SB 2001 of the
2019 Second Special Session of the Legislature.

Prior to SB 2001’s tax changes, the consensus revenue
estimate yielded about $482 million in available ongoing
and $200 million in available one-time unrestricted General
Fund and Education Fund revenues. Of the new ongoing
revenues, $440 million comes from the income-tax-
supported Education Fund, with $42 million from the sales-
tax-supported General Fund. One-time revenues show
a similar pattern, with a $251 million increase in one-time
Education Fund revenues offsetting a $51 million one-time
reduction in General Fund revenues. These estimates
incorporate the impact of General Fund revenues coming
in $38 million below forecast in FY 2019, as well as a $33.5
million Education Fund Budget Reserve Fund deposit,
an $80 million tax cut set-aside, allocations of earmarked
revenues, and other technical adjustments.

Tax Modernization

SB 2001, recently signed by the Governor, enacted a
number of tax changes that both reduce taxes overall ($160
million ongoing) and begin to address the imbalance in
the state’s two major funds. First, the bill reduces income
taxes for taxpayers across the income spectrum. While an
income tax rate cut alone would largely benefit the high-
income households who pay most of the income tax, SB



2001 creates tax credits specifically directed to benefit
low- and middle-income Utahns. These tax cuts include a
refundable grocery tax credit to offset adjusting the sales
tax rate for groceries, a sizable personal exemption to
offset the exemptions eliminated with federal tax reform, a
Social Security tax credit, and an earned income tax credit
that rewards work for those in intergenerational poverty. To
mitigate timing concerns, the bill includes a “prebate” for the
personal exemption and grocery tax credits.

SB 2001 also begins reducing the disproportionate taxpayer
subsidy for roads by moving back toward the user-pays
funding approach utilized for most of Utah’s history. In
addition, the bill eliminates a number of sales tax exemptions
and adds to the list of existing services included in the sales
tax base. The bill also adjusts the existing sales tax rate
on food to the sales tax rate on other items (which is offset
with the grocery tax credit and other tax cuts previously
mentioned). The net impact of these tax adjustments is
estimated at a $160 million ongoing tax cut.

While changing the state’s tax structure can be difficult,
the state and its taxpayers are better positioned long-term
by addressing fiscal imbalances in good times rather than
ignoring the challenge and waiting for a future crisis to hit.

The Governor remains concerned about the lack of
economic neutrality and fairness in the existing tax structure
that does not broadly share the burden across all those who
benefit from government services funded by sales tax. The
Governor recognizes that tax modernization is an iterative
process requiring continued evaluation as the economy
adjusts over time and recommends a continued review of
Utah'’s tax structure to ensure all are paying their fair share
and that Utah’s tax burden remains low and competitive.

Fundamental Prudent Fiscal Management
Funding the State’s Long-term Obligations

Utah is recognized nationally for its prudent fiscal
management, including maintaining its AAA bond rating,
which creates sizable interest savings relative to states with
lower bond ratings. Utah is one of only 12 states with this
rating from all three major rating agencies. The Governor
recommends no new general obligation bond authorizations
and further recommends reinstatement of the $110 million

ongoing General Fund allocation to minimize bonding for
the prison relocation.

As is always done in Utah, the Governor's budget
recommendation fully funds the state’s long-term obligations,
including bond payments and actuarially estimated amounts
for state employee retirement pension and other employee
benefit programs.

Business Cycle Management and Maintaining Budget
Flexibility

Budget stress testing conducted in 2019 demonstrates
that the State of Utah has set aside meaningful formal
and informal budget reserves to protect against various
negative economic scenarios and also has various other
tools available to manage the budget during an economic
downturn. While any economic downturn would present
challenges, the stress test review suggests that Utah
remains well positioned for managing the budget over the
business cycle.

Through sound budgeting practices, the state has prudently
managed its resources. Rainy day fund balances exceed
totals prior to the Great Recession, with almost $893 million
in the state’s various rainy day funds as of FY 2020, including
the Education Fund Budget Reserve and Growth in Student
Population ($542 million), General Fund Budget Reserve
($250 million), Medicaid Growth Reduction and Budget
Stabilization ($75 million), and Wildland Fire Suppression
and Disaster Recovery ($26 million) accounts. These
balances represent about 11% of the FY 2020 General Fund
and Education Fund budget.

By not authorizing any new bonds, the Governor’s budget
further solidifies the state’s budget buffers. In addition to
one-time rainy day funds, a total of $635 million in ongoing
structural budget surplus and “working rainy day funds’
(cash-funded capital items such as facility renovation, capital
development, transportation, and capital improvement
projects) could be largely replaced by bonding for capital
projects during a downturn if bonding capacity is not used
up during strong times. With these solid budget reserves in
place, legislators should feel confident in making strategic
investments that enhance Utahns’ quality of life, including
education.



One concerning budget practice in recent years has been
the proliferation of General Fund earmarks. As detailed in
the Revenue Earmarks budget and policy brief, this practice
can create budget challenges. The Governor commends
the Legislature for reducing sales tax earmarks in SB 2001
and directing the Department of Transportation to develop
plans for road user fees that can then provide revenue to
replace sales tax earmarks for transportation. To protect the
General Fund from further erosion and ensure appropriate
budget prioritization, the Governor encourages continued
reductions in earmarks and discourages further earmarking
of general revenues, including the further proliferation of
automatic end-of-year surplus transfers.

With these prudent fiscal management practices and a tax
cutin place, the Governor’s budget proposes to use growing
state revenues to strategically invest in Utah’s people.

Education Investments

As in prior years, education remains Governor Herbert's
number one budget priority. As the budget and policy briefs
on Public Education Priorities and Postsecondary Education
and a Qualified Workforce highlight, Utah must invest in its
people to achieve long-term success. In the 21st century,
a dynamic economy requires a skilled and educated
population. Education drives innovation, attracts employers
looking to fill high-skill jobs, and facilitates higher quality of
life.

To provide resources for improving student outcomes, the
Governor’s budget begins with education, providing a $407
million increase ($357 million in new ongoing funds and $50
million in one-time funds) for the state’s public and higher
education systems (see Table 2). This brings total public
and higher education funding from all state-directed sources
to about $6.6 billion.

With these recommendations, the Governor’s initial five-
year goal of $1 billion of new ongoing revenue for public
education will have been surpassed (with a total of over $1.3
billion of ongoing funding over five years), as will the $275
million of new ongoing revenue for postsecondary education
(with a total of $370 million). The Governor commends the
Legislature for significantly increasing its commitment to
education funding in recent years. With these significant
budget increases and strong continued investments

going forward, education entities must deliver continued
improvements in student outcomes.

Public Education

The Governor recommends $292 million in new public
education funding support ($290 million ongoing, nearly $2
million one-time), bringing total public education funding
from all state-directed sources to $4.9 billion (up from $2.6
billion when the Governor took office in FY 2010). Ongoing
funding increases include $219 million from new Education
Fund revenue, $65 million from growth in existing state-
directed property taxes, and over $6 million from the state’s
Permanent School Trust Fund.

In the fall of 2020, about 7,900 additional students are
projected to enter the doors of Utah’s schools. The budget
funds this anticipated enroliment growth as traditionally
defined, at a net Education Fund cost of $17.6 million ($12.9
million ongoing and $4.7 million one-time from unspent
balances). In addition, the Governor recommends that four
additional programs receive enroliment growth funding
($277,000) and the Schools for the Deaf and Blind receive
their equivalent of enrollment growth funding ($1.1 million).

Just as the Governor advocates for more state rights when it
comes to federal government overreach, he also believes the
state should respect the role of local officials in determining
exactly how to carry out educational programs as long as
policy goals for student outcomes are met. Forthis reason, the
Governor’s budget proposes to substantially increase locally
controlled funding through a 4.5% ($150 million) increase in
the value of the weighted pupil unit (WPU). Such a sizable
increase allows local school boards flexibility as they focus
on needed local investments, including compensation and
professional learning for educators. Teachers, principals,
and other educators are key to achieving the Governor’s
goal of Utah being the top state for student achievement.

Additionally, the Governor recommends $18.6 million in
new ongoing funding to provide a WPU add-on for optional
enhanced kindergarten expansion, $4.3 million ongoing for
local operational excellence staff, and $5 million ongoing for
an apprenticeship program specifically to benefit students
in intergenerational poverty. The Governor’s budget also
includes new ongoing funds allocated under current law
for charter schools, the Teacher and Student Success



Program, and the equity pupil unit (combined $47.8 million),
as well as reflecting the $6.2 million in increased allocations
from the Permanent School Trust Fund for allocation by
school community councils. The Governor recommends
an ambitious target for K-12 schools to offer at least three
unique computer science classes in every middle school
to help ensure the state develops the pipeline today that
will meet industry demand. He recommends $10.2 million
for this purpose ($8.7 million ongoing and $1.5 million one-
time). These sizable funding increases represent a strong
effort to meaningfully increase ongoing resources for public
education.

Meaningful accountability must accompany these major
investments. Over time, improved student outcomes as
measured on the state accountability dashboard must
continue. Important benchmarks include elementary school
reading proficiency levels, middle school math proficiency
levels, graduation rates, and disadvantaged student
outcomes. In addition, education agencies should continue
to optimize resources and find measurable ways to provide
more efficient and effective services.

The Governor also recommends that future governors
receive the constitutional authority to appoint the State Board
of Education so that the governor can both more directly
influence student outcomes and be held accountable for
achieving results in the largest state-funded program.

Postsecondary Education

Following up on the state’s sizable funding increases in
both technical colleges and the system of higher education
in recent years, the Governor recommends targeted
investments in areas demonstrating a measurable impact.
The resources provided in recent years should facilitate
significant performance improvements in the state’s higher
education system, including delivering a return on the
state’s investment in terms of higher and faster completion
rates and a more affordable cost per quality outcome for
families and taxpayers. Targeted investments together with
compensation increases total $67 million ongoing and $48
million one-time.

The Governor’s budget includes $34.8 million ongoing to
fund a 2.5% compensation increase and an estimated 4.53%
percent health insurance increase for higher education
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employees in the Utah System of Higher Education (USHE),
Utah System of Technical Colleges (UTech), and Utah
Education and Telehealth Network (UETN).

With rising tuition rates and growing enrollment in recent
years, itis critical that postsecondary institutions tie increasing
funding to improved student outcomes. Postsecondary
institutions should focus intently on increasing efficiencies,
with a goal of dramatically increasing the number of higher
education graduates and the speed at which those students
graduate with a lower overall cost per student. To this end,
the Governor’s budget targets higher education funding
to specific investments intended to move the needle on
student achievement.

Among the Governor's recommended postsecondary
education funding increases are the following items targeted
to specific programs and tied to specific student outcomes:

«  $12.7 million ($11.7 million ongoing and $1 million
one-time) for technical education in both the USHE
and UTech systems;

*  $3 million one-time for a proven Statewide Advising
Corps to help counsel K-12 students on higher
education options and increase higher education
enroliment and completions, with the intent that
this amount be funded ongoing in FY 2022 through
efficiency gains from shared administrative services;

«  $15.8 million for performance funding tied with
much more meaningful performance targets; and

*  $2.9 million for enrollment growth.

The Governor also recommends consolidating the
governance of Utah’s postsecondary institutions and a
freeze on tuition increases until affordability metrics are
defined.

Air Quality

In 2017, the Governor and the Utah Division of Air Quality
set an ambitious goal to reduce annual statewide per capita
emissions by 25% by 2026. Last year, the Legislature took
a significant step toward advancing this goal by funding
$28.7 million for various air quality improvement efforts. As
he did last year, the Governor recommends $100 million
to accelerate air quality improvement efforts. This year’s
air quality recommendation focuses on the transportation



system, including significant state investments in transit and
in electric car infrastructure.

The Governor recommends a $34 million transit budget
increase by allowing access to Transportation Investment
Fund monies through a one-time General Fund transfer
in FY 2021 and an ongoing recommended change going
forward. This funding should facilitate more expansive
service and more frequent transit schedules during peak
times, both of which are necessary to achieve more
widespread ridership. As part of this recommendation, the
Governor recommends that any transit agency receiving
state funds provide free passes for state employees in the
region and that the recipient transit agency ensure transit
stops are available near major state facilities so both the
public and state employees can easily use transit.

The Governor also recommends $66 million for electric car
infrastructure, including working with the private sector to
significantly increase the number of DC fast charging stations
throughout the state and to fund a $3 million match for a
Utah State University National Science Foundation grant
that focuses on electric vehicle transportation infrastructure
buildout, leading to Utah being a hub for electric vehicle
research throughout the entire intermountain region.

Recognizing that most Utahns drive cars with internal
combustion engines, the Governor also applauds the
Marathon, Silver Eagle, and Chevron refineries for recently
bringing to market Tier 3 fuels which can reduce harmful
emissions by up to 80% when combined with a Tier 3
vehicle. Of the remaining four refineries, Andeavor (formerly
Tesoro) and Sinclair have committed to produce Tier 3 fuel
locally and anticipate having the fuel available in 2020. The
Governor encourages the other two refineries to adopt Tier
3 fuel standards.

With Tier 3 fuels now publicly available at Speedway and
Chevron gas stations and others coming on board in 2020,
Utahns can improve air quality by simply choosing where
they buy fuel. As Utahns choose to purchase cleaner fuels,
fuel markets will respond to those choices.

Transportation, Open Space, and Land Use

As limited space along the Wasatch Front fills up, state and
local policymakers must recognize the interrelationships
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between air quality, land use, housing, transportation, water,
and revenue structures. Affordable, thriving communities
need physical infrastructure, including transportation and
water infrastructure. However, different types of land use
heavily influence the type of infrastructure needed, the cost
of that infrastructure, and the mix and cost of housing. The
true costs of different types of growth should be increasingly
reflected in different market-driven land use choices. Those
whose choices lead to greater infrastructure costs should
increasingly bear the full costs of those decisions.

One key role the state can play is to work with local
governments to maintain open space even as growth occurs.
To this end, the Governor’s budget includes $40 million to
create an endowment for open space and outdoor recreation
infrastructure so that citizens receive a permanent benefit
from prior investment in the Fund of Funds. Moreover, as
the state develops its Point of the Mountain property, it
should ensure that preserving appropriate open space is a
key component of the plan.

As with all programs, the state’s focus should be to maximize
the return on every infrastructure dollar invested. This effort
should include optimizing the use of existing infrastructure
through demand management, multi-modal transportation
investments, and increasingly incorporating the true costs
of different development patterns into the decision-making
process—including an increased reliance on user fees.

With limited space along the Wasatch Front rapidly filling up,
transit must increasingly become a significant future state
focus, with ongoing funding better aligned between roads
and transit.

Social Service Programs and Support

Social service programs should be designed to elevate
vulnerable populations to achieve sustainable outcomes,
appropriate workforce participation, and self-sufficiency
through efficient operational design and effective service
delivery. Targeted investments in these programs help to
meet these objectives.

As further detailed in the Social Service Program and Support
budget and policy brief, the Governor’s budget recommends
a $22.9 million ongoing General Fund increase for traditional
Medicaid consensus items. In addition, the Governor’s



budget includes nearly $100 million in ongoing funding
from the Medicaid Expansion Fund in FY 2021 to continue
serving the coverage gap population and to support January
2020 implementation of the state’s plan recently approved
by the federal government.

The Governor's recommendation also includes $30.5
million ($21.8 million ongoing and $8.7 million one-time) in
new funding for significant investments in the state’s mental
health services system, including $2.5 million ongoing for
five new mobile crisis units to serve rural counties; $11 million
for a new behavioral health transition facility for inmates with
mental illness who complete their prison sentence; $10.4
million for a minimum of two urban no-refusal, short-term
crisis receiving centers to properly treat people in crisis
and divert caseload from jails and emergency rooms; $4.9
million for a new 30-bed forensic unit in the state hospital
to accommodate projected growth in referrals; $500,000
for healthcare professional student loan repayment to
increase the supply of mental health professionals in
underserved areas; $1 million in Medicaid behavioral health
reimbursement rate increases; and $1.3 million in ongoing
funding for Operation Rio Grande Sober Living programs
and mental health services.

For those with disabilities, the Governor recommends a $9
million ongoing increase to support youth in state custody
who are transitioning to Division of Services for People with
Disabilities (DSPD) benefits, additional needs for current
DSPD service recipients, employment programs for people
with disabilities, and the restoration of ongoing funding for
community waiver services. Nearly $4.5 million ongoing is
recommended to offer state plan services for 700 children
and adults under a new limited services Medicaid waiver
for people with disabilities. This waiver offers a limited array
of services focused on supporting people with more narrow
sets of needs who currently have little opportunity for having
their needs meet through the traditional DSPD waiting list
process.

The Governor also recommends $7 million ongoing to
support various social service items such as local health
department minimum performance standards, quality
improvement incentives for intermediate care facilities,
Medicaid reimbursement rate increases for autism services,
and caseload increases in the Baby Watch program, among
other items.
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State Employee Compensation

The Governor's budget recommendation proposes a
2.5% cost of living increase for state employees as well
as targeted funding to increase salaries for employees
working in specific classifications with demonstrated needs.
In addition, the budget funds the state share of health
insurance and 401(k) match program cost increases.

Beyond these compensation items, the Governor
recommends state budget savings of $19 million in medical
reserve day refunds from the Public Employees Health
Program (PEHP) associated with effective cost containment
practices, with employees receiving rebates of $2.3 million.
Moreover, the Governor recommends that PEHP continue
to offer more plans designed to maximize employee choice
between benefit levels and the option to convert the value of
benefits to cash. Finally, similar to benefits offered by other
large employers, the Governor recommends $2 million
ongoing for the state to provide a paid parental leave benefit
to qualifying state employees following the birth of a child.

Summary

The Governor’s budget is rational, reasonable, responsible,
and responsive to the needs of Utahns. It invests in Utah’s
future by looking ahead to anticipated growth, new demands
on services, and the opportunities that are possible if the
state continues with bold vision and fiscal prudence.
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Prudent and sustained fiscal management means thinking long-term to both

Highlights

Governor’s budget focuses on
maintaining and elevating Utah’s
quality of life

Rainy day fund balances equal
11.2% of the Education Fund/
General Fund budget (12.1% of
ongoing EF/GF budget)

Stress testing results show that
the state has sufficient reserves
and contingencies to manage
recessions. The state should
continue seeking the right balance
between setting aside sufficient
reserves while also allowing
taxpayer dollars to generate
economic value.

1 of only 12 states with a AAA bond
rating from all three major rating
agencies

The Governor recommends
$3 million for rural economic
development programs

balance the budget and invest in the future

Nationally recognized for its prudent fiscal management, Utah consistently
considers both long-term and short-term impacts when building the
budget. Managing a budget over the ups and downs of the economic
cycle is one important aspect of long-term planning. Equally important
is understanding how today’s budget decisions, such as investing in
education to promote an educated future workforce or improving the
state’s tax structure, alter the state’s economic trajectory years down the
road.

The Governor’'s budget specifically focuses on prudently managing
available revenues with an eye on the business cycle and making sure
budget investments put the state and its taxpayers on a sustainable long-
term path.

Utah’s Rainy Day Funds Are at Healthy Levels

As shown in Figure 1, Utah has consistently increased its rainy day
reserves through appropriations and automatic transfers of year-end
surpluses. The state’s combined rainy day fund balances total nearly
$893 million as of FY 2021, including $33 million in deposits made at
the end of FY 2019 and $94 million already appropriated for FY 2020.
The following categories make up the combined rainy day fund balances:
the Education Fund Budget Reserve and Growth in Student Population
($542 million), General Fund Budget Reserve ($250 million), Medicaid
Growth Reduction and Budget Stabilization ($75 million), and the Disaster
Recovery and Wildland Fire Suppression ($26 million) accounts.

These amounts total 11.2% of the combined FY 2020 Education Fund /
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General Fund budget and 12.1% of the ongoing Education
Fund / General Fund budget (see Figure 2).

Stress Testing: Budget Management Over the
Business Cycle

While rainy day funds are a simple way to think about
fiscal preparation, many other tools exist to manage the
budget over the business cycle. During the 2019 interim,
the Governor’s Office of Management and Budget (GOMB)
and the Office of Legislative Fiscal Analyst (LFA) conducted
a comprehensive budget stress testing exercise to formally
assess the state’s ability to respond to an economic
downturn (see Figure 3). As part of this process, the Tax

FIGURE 1

Commission helped to analyze revenues. The stress
testing exercise used two hypothetical economic scenarios,
similar to the approach employed by the Federal Reserve
to assess the capital strength of banks. The stress test
applied the selected downturn scenarios to the state budget
by examining hypothetical recessionary impacts on (a)
revenues, (b) expenditures, and (c) both formal and informal
reserves. The state’s revenue trends were also analyzed.

The results demonstrate the State of Utah has a number
of budget tools at its disposal, including formal rainy day
funds at healthy levels as noted above and other informal
reserves, including budget allocations for capital expenses
that are not bonded against. In addition to cash-funded

RAINY DAY FUND BALAMCES
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capital expenses, one important buffer to manage the
economic cycle is unused bonding capacity. For this reason,
the Governor recommends minimizing bonding during
strong economic times to ensure this tool remains available
during weaker economic times.

GOMB believes the state’s approach ensures sufficient
reserves and contingencies to manage recessions while
also being mindful of Utah taxpayers’ pocketbooks. GOMB
recommends a continued joint comprehensive review of
tools for managing the budget over the economic cycle.

Tax Modernization

The recent tax changes are also an important component of
managing the budget over the business cycle. By expanding
the sales tax base, increasingly matching road costs with
road user fees, and reducing the more volatile income tax,
the state will have more budget flexibility and be better
prepared for managing the budget over the business cycle.

As the state modernizes its tax structure, policymakers
should continue to examine the overall revenue levels
collected through both taxation and fees to determine if these
are at appropriate levels. For example, is a tax or a fee more
appropriate for the government service being provided? Do
fees properly reflect the cost of the service provided? What
are the appropriate levels of taxes relative to the economy
(see Figure 4)? As Utah continues to ask these critical
questions and make the appropriate corresponding policy
decisions, the state will maintain its status as one of the
most prudently managed states in the country.

FIGURE 3

Meeting Financial Obligations

The Governor’s budget fully funds long-term obligations,
including pensions and various employee benefits. Even
with more conservative rate-of-return assumptions, funded
ratios in these programs are increasing due to consistent,
full funding of actuarially-determined contributions and
improved investment returns compared to the reductions in
funded ratios created by investment losses during the Great
Recession.

High funded ratios in non-pension employee benefits have
allowed the state to dramatically cut the amortization period
to fully fund the liabilities (as of the latest valuation, five
years remain). Because, unlike many other states, Utah
began addressing this challenge years ago, the state nears
full funding of these liabilities.

Utah Maintains AAA Bond Rating

Through sound and fundamental budgeting practices, Utah
has prudently managed its financial resources, allowing the
private sector to flourish. Utah’s long-standing AAA bond
rating and ability to attract financial capital reflect the private
market's confidence in the state’s budget management
practices. Utah is 1 of only 12 states with a AAA bond rating
from all three rating agencies. This market confidence
allows Utah to enjoy sizable interest savings compared to
states with lower bond ratings.

The Governor recommends no new general obligation
bond authorizations. The budget includes $110 million of

2019 STRESS TESTING RESULTS
+YEAR VALUE AT RISK & RESERVES/OFFSETS
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FIGURE 4

UFAH STATE AND LOCAL TRXES
AS A PERCENT OF PERSDMAL MNCOMNE

ongoing funding to pay cash for the prison instead of issuing
additional bonds under the existing authorization.

Reexamining Corporate Recruitment Model

As state leaders continue over the next year to explore
reforms to traditional business incentive practices, the
Governor recommends considering the following economic
development principles. The principles laid out below will
guide sound policy decisions that will benefit Utahns in both
urban and rural areas of the state.

Credible research consistently demonstrates that routinely-
offered state and local business incentives pose a material
risk for poor fiscal and economic outcomes. While these
incentives are typically offered in pursuit of the jobs,
revenue, and positive downstream effects associated with a
business location or expansion decision, the way incentives
are designed and measured should account for offsetting
costs and economic leakage.

Utah has long imposed safeguards to mitigate the risks
of economic development deals, such as using post-
performance requirements related to jobs created or capital
invested, narrowing the scope of eligible firms to higher-
impact industries, and by requiring that new jobs pay at
least 110% of an area’s average wage. However, the state
should also consider when and where business activity is
incented, along with to whom new economic opportunities
are made available.

Since the central purpose of incentives should be to
increase real (cost-adjusted) per capita income of Utah
residents, incentives should take costs into account and
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reward businesses for hiring local workers, especially those
not employed or who face barriers to entering the workforce.
The fiscal benefits of this sort of incentive strategy are
numerous.

First, by orienting economic development policy toward
local non-employed people, the state seizes the potential
for increasing labor force participation and reducing
unemployment more generally throughout the economy.
Moreover, by incentivizing businesses to hire under-
engaged Utahns, the state could potentially reduce
current expenditures for safety net programs such as
unemployment insurance and Medicaid. At the same time,
Utah’s communities would be strengthened as people with
disabilities, the long-term unemployed, or those experiencing
intergenerational poverty, among others, are provided with
opportunities to experience the dignity of work.

Second, recognizing that not all jobs worth incentivizing
are well aligned with the skills available among those
not working, post-performance incentive targets should
consider whether newly created jobs are filled by in-state
residents. Promoting higher-wage jobs for Utahns already
employed creates a vacancy chain that can ultimately
increase employment and wages for non-employed Utahns.

Finally, a resident-focused economic development strategy
helps to avoid just accelerating in-migration, wherein the
economic benefits of growth are mostly offset by the costs of
supporting new residents. Cost impacts (such as increases
in government costs for transportation or education, and
private sector costs for labor, land, and housing) should be
central to any incentive discussion.

The economic development approach as outlined above
requires close attention to the current labor market
environment, both temporally and geographically. Corporate
recruitment incentives should generally not be used during
times of low unemployment or in areas already burdened
with high growth pressures.

To support the objective of better focusing resources in areas
facing economic challenges, the Governor recommends $3
million of ongoing General Fund to improve rural economic
development programs and decrease reliance on one-time
resources from the Industrial Assistance Fund.
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Continually working to achieve more value for every tax dollar invested

Highlights

After collectively achieving a combined 27% improvement in
performance over a four-year period (2017), in September
2019 the Governor challenged all cabinet-level agencies to
achieve an additional 25% improvement in performance.

An additional 4,500 full-time equivalent (FTE) employees
would have been needed to maintain the same employee to
citizen ratio if it were not for the strong commitment of our
workforce to increase productivity and the implementation of
operational improvement efforts by cabinet-level agencies
with a net result of roughly $400 million in cost avoidance to
the state in FY 2019.

Of the 24 cabinet agencies reporting progress in the

Success Management Information System (SMIS), 19 are
showing overall improvement. Currently, 100 individual
systems are being tracked across the 24 agencies with
another 40 systems to be added over the next several
months.

GOMB, in coordination with impacted agencies, is rolling
out one of the most important operational changes for social
services programs in the state’s history. After testing the
blueprint solution for three years, the new model is formally
being implemented across the departments of Corrections,
Human Services, and Workforce Services with the goal of
significantly improving outcomes for people who rely on
social service programs and services.
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Service Demand Versus Revenue

The demand for government services will always
outpace available revenue, regardless of how well the
economy performs. Government is a monopoly and
the demand versus revenue challenge is compounded
because the external, competitive pressure faced by
the private sector to provide better, faster, and cheaper
services does not exist. Consequently, all levels of
government must be deliberate and self-impose
ambitious measures to continually improve services.
There will never be enough money to satisfy all
requests for services, so government must continually
look for ways to get more value out of every tax dollar

FIGURE 1
THE CHALLENGE FOR GOVERNMENT
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invested and to focus on those core programs and services
that will have the greatest positive benefit to the citizens
of Utah. This is the mission of the Governor’s Office of
Management and Budget (GOMB).

GOMB was created to ensure a strong connection between
budget and operations. This connection is necessary to
better understand when to invest additional resources into
agency operations. GOMB follows a set of basic principles
to determine when new or increased budget allocations may
be necessary:

+  Operational systems have a clear and measurable
goal with related process metrics

+ The agency effectively manages the flow of work
within the system

+  Current resources are maximized

+ Demand is outpacing the ability to reliably meet
quality standards

+ A complete strategy exists to ensure the agency
uses new funding effectively

Using these principles, limited resources can be invested in
what works—a necessary condition to meet the demands
for new or enhanced government services and to act as
responsible stewards of taxpayer dollars.

The SUCCESS Framework

The SUCCESS Framework focuses on improving one or
more of the following performance dimensions critical to any
organization:

* Throughput (T). The quantity of measured units
that pass through a system during a defined period.
A unit may be a project, transaction, person, or

project.
* Quality (Q). The percentage of units of work
completed that meet defined criteria for

performance. Examples of quality include accuracy,
reliability, or intended outcomes.

* Operating expense (OE). The budget allocated to
generate quality throughput.

The combination of these three measures creates a
quotient indicating if the system generates more value
for taxpayer dollars. Using the SUCCESS Framework
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MEASURING SUCCESS

operational excellence principles to find hidden capacity,
Utah state agencies have shown it is possible to add value
while meeting an increased demand for services with no
funding increase or with far fewer additional resources than
originally anticipated.

The state’s QT/OE formula provides insight into the
value purchased for each dollar invested and puts Utah
ahead of most government organizations when it comes
to understanding the outcomes we achieve for every
dollar invested. Beginning in July 2020, cabinet-level
agencies will be required to track additional items related
to operating expenses connected with each system.
GOMB will encourage agencies to first focus on quality and
throughput since those are usually the biggest cost drivers.
However, it is also important to understand the causes of
such costs, not just costs themselves. As agencies mature
in managing quality and throughput, GOMB will expect an
enhanced focus on managing operating expenses. Doing
so will ultimately provide opportunities for agency staff to
spend more time providing direct services, reinvest savings
to better align state employee compensation with market
rates, and fund prevention initiatives and other high-priority
programs and services.

Real Results

In the aftermath of the Great Recession, the Governor set
a bold target to measurably improve state government
performance by 25%. State agency budgets had already
been significantly reduced. By doubling down on proven
fundamentals that govern economic success, Utah
rebounded from the economic downturn faster than most
other states and is now experiencing one of America’s



strongest and most diverse economies and a truly enviable
quality of life.

Thanks to great leadership, fantastic employees, and a
strong focus on effective operations, Utah state agencies
exceeded the Governor’s goal and collectively achieved a
combined 27% improvement in performance over a four-
year period.

Bending the cost curve for government is a deliberate
strategy to both free up more revenue for education—the
Governor’s top priority—and to ensure that policymakers
have the ability to give money back to hard-working Utah
citizens. This strategy has paid off. Over five years, with the
Governor’s recommendation, the Governor and Legislature
will have invested over $1.3 billion of new ongoing revenue
into public education. When adjusting for inflation and
population growth, this culminates in a 36% increase in real
ongoing state-directed funds per pupil during the Governor’s
time in office. In addition, the recently enacted tax reform
package will provide taxpayers with a $160 million ongoing
tax cut.

Building a culture of excellence and high performance starts
by investing in the people doing the work. The cost curve
continues to bend and customer service improves when
the workforce understands, applies, and becomes experts
in applying operational excellence principles to government
operations. Employees become operational excellence
experts as leadership intentionally creates learning
opportunities.

FIGURE 2

Because the Governor believes the opportunities for
improvement to state government operations continue to
exist, in September 2019 he challenged all cabinet-level
agencies to achieve an additional 25% improvement. To
meet this additional challenge, agencies will continue to
implement improvement strategies, monitor results, and
identify new systems or processes for improvement efforts.

Employee Productivity

In FY 2019, there were fewer state full-time equivalent
employees (20,700) than in FY 2002 (20,850). Moreover,
during the last decade, the number of Utah citizens
supported per state FTE has increased from 127 in FY
2009 to 155 in FY 2019. This means the state currently
employs 4,500 fewer FTEs than would have been needed if
it were not for gains in state workforce productivity, thereby
generating greater value for every tax dollar invested
through meaningful efficiencies from every agency.

Measuring Success

Utah’s state agencies continue to explore and implement
tangible program and system improvements to significantly
enhance the quality of life for all Utahns. To track progress,
agencies routinely enter performance metrics into the
Success Management Information System (SMIS). Of
the 24 cabinet agencies reporting, 19 are showing overall
improvement as measured across the 100 systems
currently being tracked. Another 40 systems are expected
to be added to SMIS over the next several months.

UTAH CITIZENS PER STATE OF UTAH FULL-TIME EQUIVALENT EMPLOYEE
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Examples of agency improvement efforts include the
following:

Social Services Blueprint Solution

The Departments of Corrections, Workforce
Services, Human Services and the Governor’s
Office of Management and Budget have worked
hard over the last three years developing and
testing the Social Services Blueprint Solution.
This solution outlines strategies and tactics to
help social services agencies improve quality
outcomes for clients/offenders as efficiently and
effectively as possible. Transformations to each
program have included historic operational and
supportive technology changes. These changes
create capacity; front-load customized intensity,
timeliness, and types of services delivered; and
hold client progress to ambitious targets.

Department of Human Services

The Utah State Hospital significantly improved
overall performance by expanding capacity and
better synchronizing available services. The most
recent year-over results from these efforts are
extraordinary: admissions increased by 50% (153
vs. 102), discharges increased by 47% (115 vs.
78), average length of stay decreased by more than
12% (750 vs. 856) and the average wait time for
admission decreased by 93% to a mere four days
(4 vs. 60).

The intervention and rehabilitative and correction
processes within the Division of Juvenile Justice
Services achieved a 45% average reduction in
youth risk scores and a 6% reduction in youth
reoffending within 90 days.

Department of Administrative Services

By implementing improved project management
practices, the Division of Facilities Construction and
Management achieved a 28% reduction in project
backlogs and a 20% faster project completion (from
10 months to 8 months—resulting in savings of
over $900,000 annually).

Through the implementation of a value-based
procurement model, the Division of Purchasing
improved procurement services, resulting in
decreased administrative costs of 73% and a 63%
decrease in the time to procure contracted services.

Department of Technology Services

The Department of Technology Services designed
and implemented a solution to improve IT projects
by uncovering core business problems prior to
development which, to date, has resulted in over $1
million dollars in cost avoidance.

Department of Alcohol Beverage Control

The Department of Alcohol Beverage Control
implemented an inventory solution to increase
the availability of high-demand products while
decreasing overall inventory costs. While overall
performance will continue to improve, initial pilot
results show a $9 million increase in revenues and
a 9% reduction in inventory, equating to savings of
$1.4 million.

Utah National Guard

Improvements made to facility operations and
maintenance at the Utah National Guard's Camp
Williams site have resulted in a 153% increase in
work order completions, an 82% decrease in the
time to complete a work order, and a 94% reduction
in late vendor payments.

Department of Public Safety Driver License Division

Customer wait times at the Department of Public
Safety Driver License Division have been reducedin
13 field offices despite large increases in customer
demand. Results include a 43% improvement in the
number of customers served within three to eight
minutes, 16,000 more customers seeking services
per month, and average wait times currently among
the lowest in the nation at five minutes.

Commission on Criminal and Juvenile Justice

The Commission on Criminal and Juvenile
Justice has seen a 38% improvement in the crime
reparations application processing time, with the
average processing time being reduced from 40+
days on average to less than 25 days.

In addition to agency-specific efforts, several enterprise
initiatives are underway to significantly improve the value of
Utah taxpayer dollars:

The number of state employees who telework will
increase, resulting in improved building utilization,



reduced commuting, and more opportunities for
employment in rural areas of the state.

« State employees will have more access to
SUCCESS Framework content and training with a
focus on new employees and individuals who are
promoted into management positions. Exposure
to operational excellence principles will provide
an ongoing and sustainable focus on improving
internal capacity and quality for Utah citizens and
taxpayers.

Developing the Right Mindset for Getting
Breakthrough Results

The following seven items, referred to as the “seductive
seven,” are solutions people often incorrectly turn to first
when they encounter a challenge rather than addressing
the underlying core problem. By themselves, the seductive
seven don’t make a real impact on solving the core problem
of an organization. Instead, they just waste time and money.
Each of the seductive seven is accompanied by an illusion
and a solution.

More Money

lllusion: We believe we are already as good as we can get
at optimizing all of our resources.

Solution: Always believe there is hidden capacity.

More Technology

lllusion: We believe we need a new capability or tool.
Solution: Define, solve, and fix the business problem first,
then determine if technology can amplify the solution.

More Reorganization
lllusion: We believe we need authority over the resources to
get alignment.

Solution: Focus on solving the problem, not just moving it
around.

More Strategy and Planning

lllusion: We believe we need a new idea.

Solution: Define the problem you are trying to solve and
then focus on excellent execution.

More Data

lllusion: We believe the more data we have, the more we will
uncover reality and deepen our understanding.

Solution: Don’t confuse data with understanding.

More Training and Communication

lllusion: We believe people simply need more information to
improve or change their behavior.

Solution: Design systems that make it natural and easy for
people to make choices and produce the results we want.

More Accountability and Assigning Blame

lllusion: We believe other people limit, hamper, and define
our ability to make an impact and change how things are
done.

Solution: Solve your own problem and create your own
future.

Getting breakthrough results in government begins with
having the right mindset and knowing what to stop doing.
Too often government is distracted by pursuing initiatives
that give the illusion of progress but don’'t actually move
the needle. Government may successfully make a change,
but services aren’'t measurably better, faster, or cheaper.
The SUCCESS Framework is founded on teaching people
the right mindset and how to think clearly about the core
problem.

SEDUCTIVE 7
$ 4
MORE MORE MORE MORE MORE MORE MORE
Money Technology Reorganization Strategy & Data Training &  Accountability

Planning

Communication & Assigning
Blame
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Budget & Policy Brief

TAX MODERNIZATION

Introduction

Meaningfully reforming tax policy is difficult. It's technical,
it's complicated, and it can be hard to both explain and to
understand. Concerns about tax changes, especially when
the changes are misunderstood or misrepresented, can
create anxiety. At the same time, prudent fiscal management
requires a willingness to look down the road and tackle
tough issues before they develop into a crisis.

Why is Tax Modernization Needed?

‘Don’t tax you, don't tax me, tax that fellow behind the tree.”
This old tax adage highlights that even though people and
businesses demand government services, we typically want
someone else to fund them. People and businesses want a
court system and police protection to enforce property rights
and criminal laws, but we want other people or businesses to
pay the bill. We want improved air quality but want someone
else to shoulder the financial burden of that choice. We want
reduced congestion but don’t want to pay for transportation
solutions or to change our habits. In fact, some of the loudest
voices for government services are often the same voices
that do not want to pay their full share of government costs.

But the reality is taxes are necessary to pay for basic public
services that people rely on every day. The challenge is
finding the most efficient and fair way to collect funding for
those core services and to ensure that core services are
responsibly delivered. One key feature of a well-designed
tax system is to send citizens price signals about the cost
of providing government services, thereby allowing citizens
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to compare costs and benefits and then make decisions
about desired service levels. People tend to spend their own
money more judiciously than when “that fellow behind the
tree” (someone else) pays.

For years, the Governor has spoken frequently about the
need to modernize Utah’s tax structure. He has joined
with legislators in pointing out that while Utah’s income
tax is healthy, in part due to income tax modernization that
occurred in the mid-2000s, sales tax and fuel tax growth
is failing to keep pace with modern times and projected
growth. Utah’s tax structure is outdated, does not reflect
the modern economy, unfairly picks economic winners and
losers by unequally taxing consumption, and relies too much
on general taxes to fund services where user fees and user-
oriented taxes are more appropriate.

The state’s tax structure is like a retirement savings portfolio
that needs to be balanced to ensure both sufficient long-term
growth and stability to meet core needs. Utah’s tax portfolio
has become unbalanced over time. And, it is increasingly
reliant on more volatile revenue sources (individual and
corporate income taxes), which perform well during good
economic times but can drop dramatically during downturns.

Why does this revenue imbalance matter? The Utah
Constitution allocates income taxes for education—both
public education (K-12) and higher education—and allocates
fuel taxes for roads. The sales tax is the primary revenue
source to pay for all other core state services, including



public safety and justice, air quality, roads (far beyond the
portion funded with fuel taxes), and a safety net for the most
vulnerable among us.

As Utah’s economy grows and changes, sales taxes and
fuel taxes are failing to pace with Utah’s needs. The truth
is, unless changes are made to the tax system, Utah runs
the risk of eroding basic government services. Failing to act
would create untenable vulnerabilities for Utah citizens and
businesses, all of whom rely on these basic services in one
way or another.

Even though change can be hard, meaningfully addressing
this challenge is moral leadership. What would be immoral
is not having the courage to address these deficiencies in
our system, which would ultimately negatively impact the
state’s most vulnerable populations the most.

What About State Government Efficiency?

Utah’s nation-leading economy and population growth rate
are mostly attributable to the ingenuity and work ethic of
Utah'’s people, but are also a result of the state’s business-
friendly policies and efficient state government. As explained
in more detail in the Investing in What Works budget and
policy brief and at gomb.utah.gov, the state developed
the SUCCESS framework to bend the cost curve of state
government. By putting these principles into action, cabinet
agencies have measurably improved performance by more
than 25% compared to just a few years ago.

In fact, Utah has fewer state employees in FY 2019 than
in FY 2002, even though Utah’s population has grown by
nearly 900,000 people. That efficiency translates to real
avoided costs that benefit Utah’s taxpayers and allow for a
sizable tax cut.

And, the Governor is still aggressively challenging state
agencies to continue to absorb growth in service demands
by changing how agencies do business.

How Big Are the Tax Changes?

To be clear, the state does not need to collect more taxes
overall, but does need to change how taxes are collected.
Diversifying from where taxes are collected while keeping
the total tax revenue collected in check is critical to creating
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a more stable system. So yes, Utahns will see some
changes in how they pay their taxes this year and that can
be confusing, possibly even worrisome, for some.

But the vast majority of Utahns will pay less in taxes next
year than they will pay this year because the Governor and
Legislature have worked hard to build a net $160 million
tax cut into the new reforms. In fact, the tax cut to Utahns
exceeds $200 million because a sizable portion of the
consumption tax adjustments will be paid by non-residents.
As explained below, many tax change features were
intentionally designed to benefit low- and middle-income
Utahns.

What are the Major Components of the Tax Bill?

SB 2001 of the December 2019 Second Special Session
of the Legislature amended Utah’s tax laws in ways that
stabilize and rebalance Utah’s tax structure. As explained
below in more detail, it reduces income taxes through
dedicated tax credits for low- and middle-income households
and cuts the income tax rate from 4.95% to 4.66%, as well
as increases consumption taxes such as the sales tax and
fuel taxes.

Importantly, as part of the tax changes, the Governor and
Legislature intentionally created the following income tax
credits for low- and middle-income households to ensure
the income tax cut was broadly shared:

« Refundable grocery tax credit of up to $125 per
person up to four people and $50 per person for
each additional person;

« Refundable earned income tax credit (EITC), which
rewards work for those in intergenerational poverty;

« Dependent exemption expansion from $565 to
$2,500, which offsets increases experienced due to
federal tax reform; and

«  Social Security tax credits for senior citizens.

How is Grocery Taxation Changing?

Some people mistakenly believe grocery sales are not
currently subject to sales tax, which is not the case. SB
2001 adjusts the existing state tax rate on groceries to the
standard state rate (a 3.1 percentage point increase from
the current grocery rate), and offsets this adjustment with a



refundable grocery tax credit dedicated to low- and middle-
income households. A refundable tax credit means that filers
receive a check from the state even if they owe no income
tax.

Responsible tax policy requires taxing more than just
luxury products. It also requires taxing some economic
transactions that most people participate in, like groceries,
property, transportation, and clothing. This ensures the cost
of government is broadly shared, is more equitable, and is
more stable.

Consumer expenditure data consistently shows that high-
income households spend more on groceries than low-
income households do. This means that in sheer dollar terms,
a reduced grocery tax rate actually benefits higher-income
households more than lower-income households. However,
groceries constitute a larger share of a low-income family’s
budget, making a grocery tax regressive. The Governor
and Legislature are cognizant of this regressivity and
intentionally took meaningful steps in the tax bill to counter
it for low- and middle-income families while still collecting
taxes on groceries from those who can better afford it.

For the roughly 200,000 Utahns at the lowest end of the
economic spectrum who receive groceries from various
public programs such as SNAP (food stamps) and WIC,
or from church and nonprofit food pantries, not only are
these items not currently subject to tax, but the food itself is
provided. This does not change under the tax bill. Although
these households may still purchase additional food, this

existing tax exemption mitigates regressivity at the very
lowest end of the income spectrum.

As shown in Figure 1, the newly created grocery tax
credit is dedicated specifically to low- and middle-income
households (including those who receive untaxed food from
assistance programs but who may also purchase groceries)
as an essential companion piece to the 3.1 percentage point
adjustment to the existing rate on groceries. The grocery
tax credit is $125 per person in a household for the first
four people and $50 for each additional person. As shown
in the table below, these tax credits phase out as income
increases.

Afew examples illustrate how the grocery tax changes work:

1. Afamily of three earning $25,000 receives a $375
grocery tax credit. This same family will on average
pay about $125 more in grocery tax at the register
during the year. This means they will receive a net
grocery tax cut of $250 (over $80 grocery tax cut
per person) with the credit.

A family of five earning $50,000 receives a $550
grocery tax credit. This same family will on average
pay about $200 more in grocery tax at the register
during the year. This means they will receive a net
grocery tax cut of $350 (a $70 grocery tax cut per
person) with the credit.

2.

To deal with timing concerns about waiting for the benefit of
the grocery tax credit until income tax filings are completed,

FIGURE 1
2020 Refundable Grocery Credit by Income and Family Size
Family Size

Income 1 2 3 4 5 6 7 8 9 10
$0 $125 | $250 | $375 | $500 | $550 | $600 | $650 | $700 | $750 [ $800
$10,000[ $125 | $250 | $375 | $500 | $550 | $600 | $650 | $700 | $750 [ $800
$20,000[ $125 | $250 | $375 | $500 | $550 | $600 | $650 | $700 [ $750 [ $800
$30,000] $91 $250 | $375 | $500 [ $550 | $600 | $650 | $700 | $750 | $800
$40,000[ $47 $164 | $349 | $500 | $550 | $600 | $650 | $700 | $750 | $800
$50,000]  $4 $76 $218 | $428 | $550 | $600 | $650 | $700 | $750 | $800
$60,000]  $0 $0 $86 $253 | $430 | $469 | $508 | $547 | $586 | $625
$70,000]  $0 $0 $0 $78 $237 | $259 [ $281 [ $302 [ $324 | $345
$80,000] $0 $0 $0 $0 $45 $49 $53 $57 $61 $65

$90,000]  $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
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the tax bill includes a grocery tax credit “prebate” so funds
are sent to low- and moderate-income households as the
sales tax adjustments are occurring rather than a year later.

What Are the Other Income Tax Changes
Dedicated to Low- and Middle-Income
Households?

Refundable Earned Income Tax Credit (EITC) for
Those in Intergenerational Poverty. For households in
intergenerational poverty, the tax changes provide an earned
income tax credit. Importantly, earning income through work
is required to receive this credit that is 10% of the federal
earned income tax credit amount.

The federal credit amount varies by income and household
size, but for 2020 the maximum amounts are over $6,600
with three or more qualifying children, about $5,900 with two
qualifying children, nearly $3,600 with one qualifying child,
and over $500 with no qualifying children. This tax credit
phases in to incentivize work (minimal hours of work results
in a minimal tax credit) and phases out as income increases
up to a maximum of nearly $57,000 of income for those with
three or more qualifying children.

These federal amounts translate to a maximum state tax
credit for qualifying households of about $660 with three or
more qualifying children, $590 with two qualifying children,
nearly $360 with one qualifying child, and about $50 with no
qualifying children.

As the saying goes, just giving a person a fish feeds them
for a day, but helping them learn how to fish feeds them for
a lifetime. By providing this benefit only to those who have
earned wage income, it helps incentivize and reward work
efforts that are essential to breaking the cycle of generation-
to-generation poverty.

The Utah Department of Workforce Services will assess
eligibility for the Utah EITC. Families who have experienced
poverty for more than one generation are encouraged to
contact their office to determine eligibility. Approximately
25,000 Utahns in intergenerational poverty are expected to
qualify.

Dependent Exemption Increase. While many single filers
and smaller families received state tax cuts due to the
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recent federal tax system changes, many larger families
experienced increases. SB 2001 increases the Utah
dependent exemption from $565 to $2,500 and also allows
one exemption for joint filers with no dependents. These
adjustments, which become part of the taxpayer tax credit
that phases out as income increases, offset the impacts of
recent federal tax law changes.

Social Security Tax Credits. A portion of Social Security
income has historically been taxed. Low- and middle-income
seniors can now choose between the existing retirement tax
credit that not all seniors quality for and a new Social Security
tax credit. The new credit fully eliminates state income taxes
on Social Security income for single filers below $30,000 of
income, joint filers below $48,000 of income, and gradually
phases out for filers with higher incomes.

What Are the Consumption Tax Expansions?

SB 2001 takes steps to gather money from sales and fuel
taxes instead of income taxes.

Road User Charges. The new system increases road
user fuel taxes and at the same time reduces general tax
subsidies for roads. This change is long overdue, as the
state has gradually moved away from its historic practice of
users paying for the roads they drive on according to their
road use.

The bill also sets the state on a path to continue moving
back to road user charges as the primary funding method
for roads rather than taking funds from general tax
revenues. This change will allow those using roads to better
understand the true costs of building and maintaining roads
and, unlike general taxes, give road users the ability to
reduce the amount they pay in fees and user-oriented taxes
by changing their road use habits.

Sales Tax Changes. The bill also broadens the sales
tax base. The sale of most goods and some services is
already subject to sales tax. By drawing legal lines imposing
sales tax on some goods and services and not on others,
government currently tilts the economic playing field by
unequally taxing consumption. It's not fair or moral to make a
shrinking segment of the economy shoulder an increasingly
larger burden while others don’t contribute to the costs of
paying for general government (but still continue to demand
services).



Ultimately, money is a neutral indicator of the value of
a product or service. When government tips the scales
through tax policy or incentives that alter economic prices,
the perceived value of products or services can become
distorted. Notably, those not bearing a full share of the tax
burden often demand more public services because these
services appear less expensive than they truly are.

While the current broadening efforts are not a complete
solution, the new tax system begins the work of fixing these
inequities by both repealing exemptions and broadening the
sales tax to a variety of services that have historically been
excluded from taxation. True and lasting stability and equity
will require the Legislature to further broaden the sales tax
base over time and then lower the rate.

It bears repeating that even with these expansions the state
is not increasing tax revenues overall - it’'s reducing them by
$160 million overall by changing the way they're collected.
For example, those who pay a sales tax on a rideshare will
still be better off because their income taxes are now lower.

In fact, according to the Utah Foundation, Utahns today
enjoy the lowest overall tax burden in the past 25 years.
Additionally, Utahns as a whole have a lower tax burden
than their peers in 30 other states, even with a nation-leading
young population that doesn’t pay most taxes. The tax
burden reduction in recent decades is not inconsequential
or by accident, and it's one of the reasons Utahns enjoy the
healthiest and most diverse economy in the nation.

Finally, during the extensive tax review process over the
past year, it became clear the state needs to investin a more
rigorous econometric review of tax exemptions, exclusions,
and credits. It is challenging to appropriately evaluate these
types of preferential tax treatment otherwise. The Governor
recommends $200,000 in ongoing funding for this review.

Will These Tax Changes Harm Education?

No. Not only will school funding not be cut, it will be
significantly increased.

Education has been and continues to be Governor Herbert's
number one budget priority. Building on past strong funding
efforts, the Governor recommends a $290 million increase
in K-12 education ongoing funding, bringing total ongoing
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funding over five years to over $1.3 billion. This far exceeds
both his original five-year $1 billion target and the roughly
$850 million recommended by education and business
leaders through Prosperity 2020. In fact, this constitutes his
largest recommended allocation to public education entities
to date, even with the $160 million tax cut.

For decades, Utah’s income tax has gone to fund K-12 and
higher education. This is fine as long as the economy is
doing well, but income tax is a historically unstable revenue
source. It can drop dramatically during an economic
downturn. This puts education funding at significant risk.
For example, during the Great Recession when income tax
revenues dropped by over 20%, schools did not lay off 20%
of teachers. The state was able to keep teachers paid and
classrooms running only by dipping into non-income-tax
revenues, which supplemented dramatic losses in Education
Fund revenue. Without a viable and stable sales tax, this
supplement may not be possible going forward. Changing
the state’s tax portfolio to collect more from sales tax and
less from income taxes provides a better, more equitable
foundation for education funding.

To be clear, Governor Herbert and the Legislature remain
committed to making continued and strong investments
in education funding. It's also worth noting that while the
Governor and Legislature are dedicated to providing more
funding to education, spending more is not the end goal
— improving outcomes for students is the goal. By that
standard, Utah is doing quite well. For example, Utah has
some of the highest ACT and AP scores in the nation and
graduation rates continue to rise steadily. Educators should
be commended for their good work and encouraged as they
continue to use increased state funding to improve students’
learning.

Summary

Meaningful tax changes always come with anxiety, but the
Governor expects that anxiety will subside as Utahns come
to both understand the tax changes and experience the
lightened tax burden in 2020. Adapting tax policies to reflect
our modern and ever-changing economy is important. These
changes are the culmination of 15 years of discussion and
work.

Together, Utahns are taking the first steps toward a more



stable and equitable tax system to ensure continued
economic success in the future. This benefits individuals
and families, businesses, the rising generation, and the
future of Utah.
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Budget & Policy Brief

OPEN SPACE & RECREATION

Preserve Utah’s legacy of a high quality of life by balancing quality urban growth with trails, parks, recreation
amenities, wildlife habitat, watershed protection, and agricultural and open space preservation

Highlights

$40 million one-time endowment to preserve, enhance,
and restore access to the state’s cherished open
spaces and recreational gems

$2 million one-time for the LeRay McAllister Critical
Lands Conservation Fund to preserve and restore
natural and agricultural lands in areas facing the
greatest likelihood of development

$16.6 million to expand and improve Utah'’s state park
camping, lodging, OHV trails, and parking, including
$1.6 million to expand Goblin Valley State Park

$3 million for the Watershed Restoration Initiative

$1.5 million matching funds for the Shared
Stewardship Initiative

$18 million for tourism marketing, $3 million for tourism
infrastructure, and $3 million for rural economic
development to better align tourism promotion with
recreation infrastructure investments and community
placemaking and economic development

Remove sunset on Outdoor Recreation Grant funding

Continue progress on the Governor’s goal of adding
1,000 miles of family-friendly trails and pathways by
funding and developing an additional 700 miles by
2027

$150,000 for a trails planner and coordinator in the
Office of Outdoor Recreation

Encourage investment in parks and protected open
space to keep pace with Utah’s projected growth rate
— requiring an estimated 29,600 additional acres to
maintain our current acres of parks and protected open
space per capita along the Wasatch Front through
2050




Background

Since the last decennial Census in 2010, Utah has been
the fastest growing state in the nation. While people flock
here for many reasons, our unmatched quality of life and
connections to magnificent landscapes play a key role in
attracting and retaining residents. According to a study from
the Kem C. Gardner Policy Institute, Utah’s outdoor lifestyle
and access to outdoor recreation played a significant role
in business owners’ decisions to locate in Utah - ranking
transportation, or educational
quality. As Utah retains and attracts the best and brightest
individuals, development pressures increase, open spaces
are lost, and recreational destinations become increasingly

higher than tax rates,

As a high growth state, Utah’s success can be measured
not only by what and how it builds, but also by what it
chooses to leave untouched. We remember with gratitude
the visionary leaders of foregone generations who built the
freeway systems, transit systems, and airports that allow
easier travel. We also appreciate the significant structures
that provide places of learning, employment, worship,
and entertainment and add architectural interest to the
skylines of Utah’s cities. However, we also commemorate
with fondness visionaries, like William Howard Taft, who
recognized that unique and irreplaceable landscapes
were better left as they were. Taft was the first to place
protections on the area that would become Zion National
Park - celebrating its 100" year as a national park this year.

crowded. In short, the very quality of life that makes Utah so

attractive will likely diminish if we do not take proactive steps
to preserve and enhance it.

In fostering market-driven developments and transportation
solutions, we must consider the balance of open spaces and
recreation facilities that provide the much needed and close-
to-home open spaces and recreational access residents
desire. While land uses can change over time, it is much
more difficult to undevelop a site and return it to a natural
open space, recreation amenity, or agricultural land than it is
to redevelop a site. Thus, planning for and preserving open
space must be done prior to development.

FIGURE 1

In spite of these broad protections 100 years ago, future
generations must do their part to maintain access to this
global treasure. For example, state dollars allocated
this year through the LeRay McAllister Critical Land
Conservation Fund have combined with federal and
local sources to preserve access to the Zion Narrows by
placing a conservation easement on the last remaining
private inholding on the globally significant gem. Without
the contributions of federal, state, and local dollars, one
of the most treasured hikes in the entire state could have
been closed down and access eliminated or granted only
to the highest bidder. With these contributions and the
cooperation of a willing landowner, private property will be
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protected; property owners will be justly compensated; and
continued public access, wildlife habitat, and ranch land will
be secured for current and future generations to enjoy.

Inaddition to this significant project, thousands of Utahns and
visitors benefit each year from investments in state parks,
regional trail systems, and conserved rural landscapes
throughout the state. These protected landscapes provide
access to Utah’s incredible outdoor recreation, protect
pristine watersheds, improve critical wildlife habitat, and
conserve the prime agricultural lands that maintain our
rural heritage and future ability to produce food locally. This
year, the LeRay McAllister Fund dedicated $3.4 million to
preserve significant agricultural lands, provide access to
urban open spaces, and protect wildlife habitat for sensitive
species. Additionally, the Watershed Restoration Initiative
contributed over $10 million state dollars (matched by an
additional $20 million from non-state sources) to restoring
nearly 200,000 acres of impaired watersheds and wildlife
habitat.

Land preservation is crucial to preserve access and
open space. However, demand for outdoor recreation
infrastructure is increasing. State Park visitation has
increased by over 65% since 2015. National Park visitation
has increased by 86% over the past decade as nearly 11
million visitors enjoyed Utah’s “Mighty Five.” Hunting and
fishing participation has increased substantially over the
past decade as over 43,000 new hunters have taken to
the field and 47,000 new anglers have wetted a line. Many
more enjoyed hiking, wildlife watching, and camping in
developed and undeveloped areas of Utah’s magnificent
landscape.

Accommodating these recreationists requires effort and
resources. Fortunately, a 48% increase in fee revenues
has reduced State Park reliance on the General Fund by
nearly 75%. During this time period, Utah’s state parks
have added over 100 improved campsites, added and
improved restrooms, and built new state parks and facilities.
Revenue from increasing hunting and fishing license sales
have allowed Wildlife Resource professionals to manage
our fisheries and wildlife populations and habitat.

Furthermore, Utahns have benefited from $10.2 million
in state Outdoor Recreation grants invested in outdoor
recreation infrastructure development since 2015. The
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funding provides sustained returns in Utah’s quality of
life, physical and mental health improvements, and ability
to attract visitor spending for years to come. Through
this program, 293 miles of new family friendly trails have
been funded, seven campgrounds have been improved,
and several other projects have improved fishing, skiing,
and bouldering amenities throughout the state. These
investments improve residents’ quality of life as well as the
experience of the visitors Utah attracts each year.

While these initial investments provide a strong beginning
to the state’s commitment to funding outdoor recreation,
the needs will not diminish once the funding source sunsets
on January 1, 2023. Even with current funding, the demand
continues to surpass available funds. As more people
discover Utah and the many benefits of outdoor recreation,
additional facilities must be developed and maintained.
While progress has been significant, the state and local
entities still need to fund and develop an estimated 700
miles of new family-friendly trails to meet the Governor’s
goal of adding 1,000 miles of family-friendly trails between
2017 and 2027. Additionally, while many of Utah’s cities
have a high number of parks and protected open space
per capita, the Wasatch Front Regional Council projects
that an additional 29,600 acres would be needed along the
Wasatch Front alone to keep pace with population growth
through 2050 to maintain the current ratio of protected open
space per person in this region. The state’s commitment
to quality of life, open spaces, and outdoor recreation
infrastructure needs to remain strong to keep pace with its
rapidly growing population.

Recommendations

To perpetuate Utah’s heritage as a wise steward of the
natural landscape and to allow continued preservation
of the most unique and irreplaceable open spaces,
agricultural lands, and recreational amenities, the Governor
recommends:

« Creating a $40 million one-time endowment to
preserve, enhance, and restore access to the
state’s cherished open spaces and recreational
gems. By setting aside these funds and allowing
an annual appropriation of 5% of the endowment
balance, this endowment can create an ongoing
legacy to benefit current and future generations



through preserving and enhancing our quality of
life, leaving a permanent taxpayer return from the
taxpayer investment in the Fund of Funds. The
Governor directs the State Planning Coordinator
to work in cooperation with the Quality Growth
Commission and the Office of Outdoor Recreation
to develop funding criteria ensuring the endowment

FIGURE 2

provides the greatest enhancements to quality of
life for the greatest number of Utahns.

Investing $2 million one-time for the LeRay
McAllister Fund to preserve and restore natural
and agricultural lands in areas facing the greatest
likelihood of development. As Utah experiences
steady population growth and the accompanying
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increase in development, state-funded open
space preservation should keep pace with
population growth — projected to increase by 18%
over the next 10 years. The LeRay McAllister
Critical Land Conservation Fund has been
a unique and significant source of matching
funds for preserving over 93,000 acres of prime
agricultural lands, cherished cultural landscapes,
pristine watersheds, and critical wildlife habitat for
sensitive species and prized game alike.

Investing $16.6 million of user fees to expand
and improve State Park camping, lodging, OHV
trails, and parking, including $1.6 million to
expand Goblin Valley State Park. As State Parks
experience record visitation, revenues should
continue to be reinvested to improve and expand
the visitor experience.

Removing the sunset on the Utah Outdoor
Recreation Grantfunding. As more and more people
discover Utah’s magnificent outdoor landscapes,
the need to expand, enhance, and maintain our
recreation infrastructure will only increase. Since a
significant percentage of those who pay transient
room taxes participate in outdoor recreation, it is
appropriate to continue dedicating a portion of
these taxes to improve the visitor experience by
improving facilities. In addition to facilitating a
variety of other outdoor recreation infrastructure,
this funding will contribute toward funding and
developing the estimated 700 additional trail miles
needed by 2027 to meet the Governor’s goal of
1,000 miles of family friendly trails within 10 years.
To assist in this effort, the Governor recommends
$150,000 to fund a full-time Trails Planner and
Coordinator in the Office of Outdoor Recreation.
Investing $3 million ongoing for the Watershed
Restoration Initiative to continue the momentum of
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restoring Utah’s range and forestlands to improve
wildlife habitat, reduce wildfire risk, and enhance
the yield of our watersheds. Additionally, the $1.5
million for the Shared Stewardship Initiative will
leverage $4 million from the U.S. Forest Service
and go to on-the-ground projects in mutually
identified landscapes and accelerate planning and
implementation for priority forest management
work.

* Invest in tourism infrastructure development.
Over the past several years, a confluence of
factors such as record Mighty 5 park visitation
and regional economic recomposition trends have
put strong pressure on local infrastructure and
community placemaking needs. To be responsive
to these pressures, the Governor recommends
that the state rebalance resources currently
dedicated to fueling consumption through tourism
promotion. To this end, the Governor recommends
$18 million of ongoing funding in FY 2021 for
Tourism Performance Marketing, $3 million for
rural economic development efforts, and $3 million
in ongoing funding for the development and repair
of community infrastructure and other growth-
strained assets.

As Utah continues to grow and develop, proactive steps
must be taken to preserve open spaces and recreation
amenities that contribute so significantly to our quality of
life.
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Budget & Policy Brief

TRANSPORTATION & HOUSING

Utah’s high quality of life will be maintained only through efficient land use, improved air quality,
and more affordable housing and integrated transportation systems.

Highlights

Balance road, transit, and active transportation
investments and take a more holistic and integrated
approach to transportation and land use planning.

$34 million ongoing appropriation to begin the

process of double-tracking FrontRunner to increase
frequencies and make transit a more convenient option
for commuters.

To better align with needs identified in Utah’s Unified
Transportation plans and based on transit currently
anticipated to be 33% of demand through 2050,
allocate a larger share of total transportation revenues
to transit options.

$3 million ($1 million ongoing and $2 million one-time)
for technical planning assistance for rapidly growing
communities that tie into the regional transportation
system to help balance local character and values with
regional visions and transportation needs.

Increase focus on Transit Oriented Developments
(TODs) by removing the statutory cap on UTA-owned
land to allow for more intense land uses near fixed rail
transit stops.
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Support options that lead to greater housing
affordability.

Increase teleworking options across all levels of
government and in the private sector.

$20 million ($5 million ongoing and $15 million one-
time) to affordable housing programs.

$3.7 million ($1.2 million ongoing and $2.5 million
one-time) for the Point of the Mountain Development
Authority.

UDOT to focus on a timely transition to various
transportation user fees, including from an excise fuel
tax to a Road Usage Charge (RUC) by identifying and
implementing strategies to accelerate enroliment in

a RUC consistent with SB 2001 of the 2019 Second
Special Session.




Background

Utah has been the fastest growing state in the nation since the
2010 decennial census. With a projected growth rate of 18%
between 2010 and 2020, Utah will have welcomed nearly half
a million new residents during the past decade. While growth
indicates positive economic momentum, unmanaged or poorly
managed growth that fails to balance economic, housing, and
transportation needs can negatively impact Utah’s quality of life.

Fortunately, Utah’s communities, regional planning entities, the
Utah Transit Authority (UTA), and state agencies have been
proactively looking ahead and working together to manage
growth. Maintaining the state’s high quality of life will require
continued commitment to roads and highways as well as
increased transit investments. It will require recognition that land
use and transportation are inextricably interconnected. Land use
drives transportation decisions, and transportation decisions
drive land use and development decisions.

To maintain and enhance the state’s high quality of life and
improve air quality, Utah must ensure a majority of residents
have easy access to ample opportunities for jobs, education,
recreation, and shopping within a short walk, drive, transit trip,
or bike ride. This can be accomplished by increasing the state’s
commitment to transit, maintaining its commitment to roads, and
working with community leaders, planners, and developers to
promote a pattern of well-planned and dispersed regional centers
and transit-oriented developments with a vibrant mix of jobs and
affordable, market-driven housing choices.

Transportation

In 2019, Utah celebrated the 150th year since the transcontinental
railroad was completed at Promontory Point, cementing Utah’s
place as the crossroads of the West. Since that time, the
transportation landscape has evolved significantly. However,
Utah remains a literal crossroads of travel for freight, commuters,
and millions of visitors each year. Just as the state’s transportation
system has evolved over the past 150 years, Utah must continue
to meet the needs of a diverse and growing population and
economy.

As growth increases the demand on transportation, one
possible response would be to rely solely on new highways
and additional traffic lanes. However, additional key strategies
should be considered for improving the total transportation
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system to include options for active transportation (biking
and walking) networks, developing and improving transit
networks, and private investments. For instance, as
Wasatch Front development pressures increase at the Point
of the Mountain, we face the once-in-a-lifetime opportunity
to create an innovative development plan that can serve as
a model for integrating housing, employment, recreation,
and services that are each linked by highways, transit, and
active transportation.

In addition, the state can reduce congestion and the
demand for more roads by allowing market-driven housing
to be developed close to economic centers and encouraging
job and housing centers in appropriate locations that are
closer to existing transit infrastructure. Simply changing
the mix and location of housing and jobs to leverage
existing infrastructure capacity will bend the cost curve of
transportation and other infrastructure while decreasing the
negative impacts on air quality.

The era of rapidly changing and improved technology brings
increased flexibility in job location. Flexible work options, such
as teleworking and flexible hours, can improve employee
retention, alleviate highway congestion, and reduce air
pollution. To this end, the State of Utah has implemented
a robust teleworking program that is reducing the number
of state employees commuting to a physical work location;
however, the state cannot solve congestion and air quality
issues alone. The Governor calls on employers at every
level of government, as well as the private sector, to review

FIGURE 2

their workforce needs and determine how they can be part
of the solution.

While innovation and flexibility in where and how citizens
live and work will help, people and goods will always need
to be moved. To ensure a more effective and efficient
transportation system, the Governor calls on the Utah
Department of Transportation (UDOT), the Utah Transit
Authority (UTA), and other transportation planning entities
to jointly develop strategic recommendations for a more
integrated and holistic transportation system.

In addition to moving to a funding system based more on
road user fees, the state must place a greater emphasis on
transit funding. Recognizing the Utah Constitution stipulates
that certain transportation revenues (i.e. fuel taxes) be used
for roads, the Governor recommends that transit receive a
higher portion of total transportation revenues over time. With
transit currently anticipated to be 33% of demand through
2050, total transportation funding should be apportioned
so that new revenue growth allows for funding allocations
better aligned with Utah’s Unified Transportation plans.

As a first step, the Governor recommends a $34 million
ongoing appropriation to begin the process of double-
tracking FrontRunner to increase frequencies and make
transit a more convenient option for commuters. For
instance, strategically placed sections of track could allow
for increased-capacity Express Trains that would depart
every 15 minutes and allow for reduced travel times during

STATEWIDE TRANSPORTATION NEEDS BY 2050
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peak demand. In addition, as road user fees increasingly
replace sales tax revenues over time, a portion of those
sales tax revenues can be appropriated for transit. In
conjunction with this strong state investment in transit, the
Governor recommends UTA provide transit passes to all
state employees and that state employees and the public
have transit access to major state facilities, including the
new state office building in Taylorsville. Further, with this
investment, the Governor recommends UTA develop a
strategic plan for double-tracking Frontrunner by July 2021.

While additional state funding should be part of the solution,
UTA must also be subject to the same standards as UDOT
(and all state agencies) and leverage existing funding to
offset increasing costs through operational improvements.
The Governor recommends UTA review its operations and
commit to improving performance by 25% and committing
those savings to expanding service.

Additionally, the Governor calls on UDOT to design a user-
fee-based funding model for any unfunded portion of the
Unified Transportation Plan by the end of 2020. This should
include a mix of alternatives such as direct mileage-based
charges, congestion pricing, expanded tolling, registration
fees, and fuel taxes. Consistent with SB 2001 of the 2019
Second Special Session, UDOT should focus intently on how
best to advance the timely transition to various transportation

FIGURE 3

user fees, including from an excise fuel tax to a Road Usage
Charge (RUC) by identifying and implementing strategies to
accelerate enroliment in a RUC.

Ultimately, the state needs to reduce reliance on sales taxes
for transportation and increase reliance on user fees. These
new revenues should allow the growth in total transportation
funding to be proportionally allocated between roads and
transit based on the needs identified in the Unified Plan
through 2050. Just as Utah'’s transportation systems must
evolve, the mechanisms for funding transportation must
change to ensure equitable, market-based solutions that
will meet the needs of a growing population, changing
transportation demands, and changing revenue structures.

Housing

To ensure a supply of affordable housing, market forces
must be allowed to help shape how communities grow
and are developed. According the Kem C. Gardner Policy
Institute, between 1991 and 2017 housing prices in Utah
increased faster than all but three states: Colorado, Oregon,
and Montana. Over those 26 years, the average annual
increase in housing prices was 5.7%. If that rate of increase
continues for the next 26 years, a median priced home in
the Salt Lake and Provo-Orem metropolitan areas will be
$736,600 in inflation-adjusted dollars.

SINGLE-FAMILY AND MULTI-FAMILY UNITS PERMITTED IN UTAH
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Housing price increases will not only make it difficult to
attract and retain needed talent, but will also make it difficult
for rising generations to remain close to home. While local
zoning controls provide a necessary check on inappropriate
and potentially costly developments, they must also be agile
enough to respond to changing market conditions. Utah’s
growing population is expected to add an additional 133,000
households over the next five years, and the market must
provide more affordable housing.

Responding to these challenges is a tall order. As growth
pressures and market forces increase, the demand for more
complex mixed-use and transit-oriented developments in
urban areas increases. And, as unprecedented growth
moves to small towns on the urban fringe, communities will
need to reevaluate how to accommodate new growth in a
manner that aligns with their community character. Existing
zoning policies that may have served a community well for
decades could be insufficient in responding to today’s needs.

For instance, 74% of residential units permitted in 2005
were for single-family units and only 23% were for multi-
family housing. In 2019, over half of permitted residential
units were for multi-family units, a trend that highlights the
changing housing market. In many cases, communities
facing the greatest growth pressures are the least equipped
to respond as limited staff resources are strained under the
demands of rapid growth. In such cases, additional support
and resources may be needed to help communities ensure
that planning efforts provide the highest quality of life for
Utah residents.

Recommendations

Utah will likely continue to experience significant population
growth. The challenge will be to chart a course that
accommodates a growing population while maintaining
and improving quality of life. Supporting effective land use
decisions at the local level with collaboration at the regional
and state level provides the best chance of creating a future
with the lowest possible tax burden while maintaining a high
quality of life.

For example, ongoing efforts to link local land use and
regional transportation provide a more integrated approach
to reduce congestion, improve economic development,
and enhance community character. With recent changes
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in state law, the Transportation Commission should heavily
emphasize good land use planning when allocating scarce
state transportation funds.

The Governor’s Life Elevated 2020 Initiative outlines key
strategies to accommodate growth while maintaining a
high quality of life. These include continuing to invest in
transportation choices and encouraging growth within
market-driven, mixed-use centers. To accomplish these
strategies while maintaining local authority, the Governor
proposes implementing the following tactics:

+ Balance road, transit, and active transportation
investments. The Governor recommends the state
transition toward significantly increased transit
funding. As a start, the Governor recommends
$34 million to begin the process of double-tracking
FrontRunner to increase frequencies and make
transit a more convenient option for commuters.

+ Balance local character and values with regional
visions and transportation needs by providing
technical planning assistance to rapidly growing
communities that tie into the regional transportation
system. The Governor recommends $1 million
in ongoing funds to continue UDOT’s Technical
Planning Assistance program and $2 million one-
time to the Quality Growth Commission to coordinate
with Metropolitan Planning Organizations in funding
transportation-supportive land use planning efforts.

* Increase Focus on Transit Oriented Developments
(TODs) by removing the statutory cap on UTA-
owned land to allow for more intense land uses near
fixed rail transit stops according to market demands
and local government zoning. Currently capped
at eight, UTA has identified more than twice that
many transit-oriented developments that could be
established throughout the Wasatch Front. Rather
than setting an artificial cap on the number of
transit-oriented developments that can be built, the
Governor recommends allowing the market to work
and allowing for appropriate development that will
meet the needs of the community, provide additional
market-driven housing options, and support transit
investments.

« Support options that lead to greater housing
affordability. To ensure the most vulnerable
residents’ immediate needs are met, the Governor



recommends a $20 million ($15 million one-time and
$5 million ongoing) allocation to affordable housing
programs through the Olene Walker Housing Fund.
Ultimately, land use patterns need to adapt to the
increasing demands for a range of market-driven
housing options that will allow the rising generation
to call Utah home.

Increase teleworking options. The Governor calls
on employers at every level of government and
the private sector to review their workforce needs
and determine how they can be part of the solution
to air quality and congestion through flexible work
options.

Invest in the Point of the Mountain State Land
Authority to create and implement an innovative
development plan for the future of the Draper
Prison site that will generate significant economic
and quality-of-life benefits for Utah residents for
generations to come. The Governor recommends
$3.7 million ($2.5 million one-time and $1.23 million
ongoing) to begin this effort.
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Budget & Policy Brief

AIR QUALITY

i

Utah has made significant strides to address air quality, but more remains to be accomplished

Highlights

The Governor and the Utah Division of Air Quality
set an ambitious goal to reduce annual statewide per
capita emissions by 25% by 2026.

The Governor recommends $100 million ($34 million
ongoing and $66 million one-time) in new funding to
improve air quality, including transit and electric car
infrastructure.

The Governor reaffirms the state’s commitment to
effective transportation and land use alternatives that
reduce both negative air quality impacts and traffic
congestion. By increasing the state’s commitment to
transit and working with community leaders to promote
a pattern of transit-oriented regional centers, residents
can easily access daily activities within a short walk,
drive, transit trip, or bike ride and improve air quality at
the same time.

The Governor commends the Marathon, Silver Eagle,
and Chevron refineries for producing Tier 3 fuels, which
significantly reduce emissions and are now publicly
available at Speedway and Chevron gas stations.
Utahns can now make a choice to improve air quality

41

simply by choosing where they purchase fuel. To
ensure Tier 3 gasoline is widely available in the Utah
market in 2020, the Governor continues to encourage
all Utah refineries to produce, and fuel retailers to sell,
low-sulfur gasoline.

The State of Utah is leading by example in taking
action to reduce emissions. Steps include better
managing vehicles and buildings, expanding telework
arrangements for state employees, and reducing the
number of human-caused equipment related wildfires
along roadsides.

$28.7 million funded in FY 2020 for a variety of air
quality projects, including a wood stove replacement
program.

Over $45.5 million in recent settlements and federal
funds that support continued air quality improvements.




Objective

To find practical, effective, and fiscally prudent solutions
to improve Utah’s air quality. Air quality impacts residents’
health, business recruitment, tourism, and overall quality of
life.

Background

Utah’s air quality continues a trend of significantimprovement,
even with a growing population and economy. Between
2002 and 2017, Utah’s population increased by more than
770,000—a 33% increase. During the same period, total
statewide emissions declined from 2.5 million tons to just
over 1.7 million tons—a 31% total reduction and a 49% per
capita reduction (see Figure 1).

Air quality now meets the 2006 federal standard for fine
particulate matter (PM2.5) in the Logan and Provo Non-
attainment Areas. Air quality in the Salt Lake Non-attainment
Area is improving, and only Salt Lake City air quality does
not comply with the federal standard. In addition, all other
locations in the 5-county (Salt Lake, Weber, Davis, Tooele,
and Box Elder County) Non-attainment Area comply with the
federal standard.

An estimated 85% of Utah’s winter air pollution comes from
mobile and local area sources such as vehicles, homes,
consumer products, and small businesses. Over the past
three years, winter air pollution levels have also improved
significantly.

Human-caused wildfires account for more than half of all
wildfires in Utah annually and contribute to Utah's air quality
problems. Specifically problematic are equipment-caused
wildfires along roadsides.

To reduce fire risk, the Governor directs roadside mowing
by Utah’s Department of Transportation (UDOT) be done
in advance of fire season. This change will measurably
reduce burnable fuels on the roadside, reduce the number of
wildfires, and improve air quality during fire season. UDOT
and the Division of Forestry, Fire, and State lands have
begun discussions on how to best implement this direction.

Utah has previously taken the following significant actions to
improve air quality:
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* Required industrial sources to install stringent new
control technology

+ Passed nearly 30 new formal administrative rules
addressing large categories of emission sources

+ Launched public education campaigns

* Implemented travel reduction plans

+  Obtained grants to help build clean fuel infrastructure

+  Coordinated prescribed fire and smoke management
activities to mitigate the impacts from large wildfires

While great strides have been made, more remains to be
accomplished. Utah’s unique topography, climate, and air
chemistry exacerbate air pollution during certain times of
the year. The Department of Environmental Quality (DEQ)
is conducting research through state and federally funded
grant dollars to gain a greater understanding of the causes
and effects of Utah’s unique air pollution contributors to
determine the most effective and cost-efficient mechanisms
for improvement.

Of specific importance is new DEQ research into the role
ammonia plays in wintertime smog as a precursor to air
pollution. On a bad winter day, up to 70% of the airborne
particulates measuring 2.5 microns or smaller are ammonium
nitrate. Although Division of Air Quality (DAQ) researchers
are hesitant to draw specific conclusions on the sources of
ammonia at this point in their research, evidence suggests
that fertilizer and farm emissions (specifically in Utah
County), as well as mobile sources (cars and trucks) play a
major role in ammonia production along the Wasatch Front.

Scientists and researchers at DAQ have finished the sample
collection portion of the study and will continue to look at
the contribution and sources of the compounds to better
evaluate public health and air pollution along Wasatch Front.
With more robust data on the sources of air pollution, DAQ
can build more accurate models. These models help inform
policy decisions and assist in regulation of pollution. Better
policies and regulation lead to improved air quality.

25% Air Quality Improvement Target

As part of the SUCCESS initiative, the Governor and DAQ set
an ambitious goal to reduce annual statewide anthropogenic
(human-originated) emissions by 100,000 tons by 2026. This
goal represents a 25% per capita reduction.



To help meet this target, the Governor proposed a historic
$100 million allocation to fund high-impact air quality
improvement projects in 2019. Investment strategies focus
on efforts generating the greatest pollution reduction at the
lowest cost. The Legislature appropriated $28.7 million for FY
2020, a historic allocation in its own right, for both statewide
enterprise projects and efforts focused on the public at large.

$100 Million in New Funding Again
Recommended to Improve Air Quality

The Governor again recommends $100 million in new
funding for air quality improvement efforts, this year focused
on Utah'’s transportation system including state investments
in transit and electric car infrastructure.

Of this amount, the Governor recommends a $34 million
ongoing increase for transit, as further explained in the
Transportation and Housing budget and policy brief.

The remaining $66 million is recommended for electric car
infrastructure, of which $63 million is recommended for
implementing a comprehensive DC fast charger installation
plan to broaden electric car infrastructure in all parts of the
state. The plan will include expanded charging options in
major shopping areas, park and rides, and stadiums along
the Wasatch Front and in rural areas frequently visited by
the public such as Moab and areas near the national parks.

According to the U.S. Office of Energy Efficiency and
Renewable Energy, electric vehicles typically produce fewer
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life cycle emissions than conventional gas vehicles because
most electricity-generated emissions are lower than gasoline
or diesel. Also, on a national average, it costs less than half
as much to travel the same distance in an electric vehicle
than a conventional gas vehicle. These benefits, coupled
with the fact that 42% of air pollution on the Wasatch Front
comes from mobile vehicle emissions, means that the more
zero emissions vehicles on the road (with the state assisting
with basic infrastructure by helping develop a comprehensive
charging network), the greater the benefit to regional air
quality.

Utah does have the framework for a statewide DC fast
charger network. However, this network is largely limited to
urban areas and interstate highways. The network must be
extended into key areas of rural Utah, including the Uintah
Basin, central and southern Utah, and the West Desert to
eliminate range anxiety (i.e. the electric-vehicle driver’s worry
that the battery will run out of power before the destination
or a suitable charging point is reached). More chargers are
also needed along existing corridors to reduce crowding
and to provide alternative charging sites in the event of
equipment failure. Finally, locating chargers at Utah’s state
parks, national parks, and national monuments will enhance
tourism opportunities.

To accelerate plan adoption, the Governor recommends that
the state work with private partners to build out the necessary
charging infrastructure.

The Governor also recommends a $3 million match for a
Utah State University National Science Foundation grant that

STATEWIDE ANNUAL EMISSIONS
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focuses on an electric vehicle transportation infrastructure
buildout. This award would make Utah a hub for electric
vehicle research throughout the entire intermountain region.

Significant Progress Achieved With Recent
Funding

Although the $28.7 million in new funding provided last
legislative session has been available for only a few
months, DEQ’s Division of Air Quality and the Department
of Administrative Service’s Resource Stewardship Division
have already achieved significant progress in implementing
the programs.

Wood burning contributes significantly to winter inversions
and pollution levels across the most populated parts of Utah.
For example, one fireplace can emit as much particulate
pollution as 90 SUVs, and the pollution from one wood-
burning stove is equivalent to the amount emitted from
3,000 gas stoves. Because of this large impact, a significant
portion of the $28.7 million FY 2020 investment ($9 million)
went to a comprehensive wood stove replacement program
that offers incentives to convert existing fireplaces or wood
stoves into natural gas units.

In December 2019, DAQ began a staged monthly application
and award process for the wood stove replacement program
within the greater Salt Lake City area. The program will
become available in the remaining portions of Salt Lake
county and Davis, Box Elder, Utah, and Weber counties
in 2020-2021. Low-income households will receive higher
rebates.

To reduce emissions long term, nearly $7 million went to
electric vehicle charging stations in FY 2020 at government
offices around the state. To date, funds have been allocated
to purchase a total of 122 Level 2 dual port electric vehicle
chargers at state facilities. Installation of the chargers is
currently underway. Utah stands to save an estimated 11
tons of emissions annually and an estimated 106 tons of
emissions over the lifetime of the project.

Nearly $4 million was allocated to replace pre-2007 state
vehicles. The Division of Fleet Operations is replacing 238
pre-2007 over-polluting state vehicles with cleaner models.

In addition to better managing vehicles, the Governor also
identified opportunities for more of the state’s workforce to
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enter into teleworking arrangements. With a $6.3 million
allocation for this program, the state is working to ensure
the proper arrangements are in place for successful
implementation. The project benefits both the state and the
employee and reduces emissions by reducing the number
of vehicles on Utah’s highways. Utah stands to reduce 21.3
tons of emissions annually, and an estimated 319 tons over
the lifetime of the project.

The goal of the telework initiative is to have over 2,000 state
employees working remotely by the end of 2020.

Tier 3 Vehicle and Fuel Standards

In 2014, the Governor endorsed accelerating the transition
to Tier 3 standards. Tier 3, an integrated system of national
vehicle and fuel standards, requires that much cleaner
vehicles phase in from model years 2017 to 2025. Tier 3
standards also require the reduction of sulfur content in
gasoline from 30 to 10 parts per million (ppm).

Vehicle emission controls are more effective when the
gasoline used has lower sulfur content. For this reason, the
Governor continues to encourage local gasoline refineries to
produce low-sulfur Tier 3 gasoline. Three operators, Silver
Eagle, Marathon, and Chevron are already producing Tier 3
gasoline that can currently b